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I. INTRODUCTION

Consider the following hypothetical. You receive a frantic call
from Dan Brown, asking you for assistance. Breathlessly, he
quickly provides some pertinent information about his urgent
matter.
An unknown author a few years ago, Brown was thrilled to finish
his manuscript, The Da Vinci Code. A kind and generous friend who
operated a financing company (the Creditor) provided a $50,000 loan
to him in exchange for a security interest in the copyright of The Da
Vinci Code. Brown read the boilerplate security agreement,
granting the Creditor a security interest in the "general
intangibles," and signed the document. The Creditor then filed the
necessary documents stating that it has a security interest in
Brown's general intangibles. Brown later wrote a sequel to The Da
Vinci Code, building on the character of Dr. Robert Langdon, the
Harvard symbologist that he had previously developed. In the
meantime, Brown depleted the money and defaulted on the original
loan, prompting the creditor to foreclose on the copyright and sell it
to the Purchaser. The Purchaser, as the new copyright owner, now
asserts that Brown violated the Purchaser's copyright because the
sequel is a derivative work of the original. In addition, Miramax
wants to make a movie and is ready to negotiate with the current
owner of the copyright, the Purchaser, instead of Brown. Brown is
frustrated, believing he has the derivative right for a movie option
and control over his own creative output in writing a new sequel.
Brown needs your help and he has your sympathy.
Unfortunately for both Brown and you, neither copyright nor
secured transaction laws directly address the issues at hand. That
is the current state of collateralization of intellectual property.
Here, the hypothetical presents the problem of the collateralization
of a copyright of a book.
What does it mean to collateralize intellectual property? It is
well established that intellectual property assets are core and
important to the growth of the economy.' Companies, small and

I See WORLD BANK, GLOBAL ECONOMIC PROSPECTS ANDTHE DEVELOPING COUNTRIES 129
(2002), availableat http'//siteresources.worldbank.orgINTGEP2002/Resources/gep2002compl
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large, create, acquire, and hold intellectual property as corporate
assets.2 To maximize the value of intellectual property corporate
assets, companies turn these assets into collateral for secured
financing.3
Despite the pervasive practice of using intellectual property
assets as collateral in secured financing,4 very little scholarship has
been devoted to understanding the collateralization of intellectual
property.5 The majority of the scholarship in the past twenty years
has focused only on perfecting a security interest in intellectual

ete.pdf [A] cross the range of income levels, IPRs [intellectual property rights] are associated
with greater trade and foreign direct investment (FDI) flows, which in turn translate into
faster rates of economic growth.").
In fact, countries with strong protection for intellectual property rights enjoy a higher
level of growth and competitiveness index in the global economy. See Center for Strategic and
International Studies, IP's Relations to Competitiveness, http'//www.csis.org/componenttopti
on,comi.csis-progj/task,view/id,837/ (last visited Oct. 17, 2007) (showing correlation between
intellectual property protection and global competitiveness index).
2 Global companies with the distinction of being top innovators seek protection for their
inventions and obtain the most patents issued by the U.S. Patent and Trademark Office. See
Press Release, U.S. Patent & Trademark Office, USPTO Releases Annual List of Top 10
Organizations Receiving Most U.S. Patents (Jan. 10, 2006), available at http'//www.uspto.gov/
web/offices/com/speeches/06-03.htm (releasing names of entities with large numbers of patents
issued annually). For small companies that fail to recognize the importance of intellectual
property assets, international organizations such as the World Intellectual Property
Organization have initiated projects to help them utilize their intellectual property assets. See
World Intellectual Prop. Org., IntellectualProperty and Small and Medium-Sized Enterprises,
WIPO Publication No. 488(E), availableat httpJ/www.wipo.int/freepublications/en/intproperty/
488/wipopub_488.pdf (last visited Nov. 7, 2007) (providing general information regarding
protection of intellectual property).
' See, e.g., E. Carolyn Berkley, Equipment Financing,in ASSET BASED FINANCING 2006
EQUIPMENT FINANCING 75,75 (PLI Commercial Law & Practice Course Handbook Series No.
886, 2006) (confirming intellectual property assets that are part of equipment serve as
collateral in secured financing); Jeffirey C. Katz, Intellectual Property Considerations in
Mergers and Acquisitions-The Buyer's and Seller's Views, in ADVANCED SEMINAR ON
TRADEMARK LAW 2006, at 53, 58-59 (PLI Commercial Law & Practice Course Handbook
Series No. 869, 2006) (noting that due diligence investigation of potential target company
revealed that many intellectual property assets were used as collateral for secured
transactions between target company and its banks).
" See Kenneth B. Axe, Creation, Perfection and Enforcement of Security Interests in
Intellectual Property UnderRevised Article 9 of the Uniform Commercial Code, 119 BANKING
L.J. 62, 62 (2002) (acknowledging importance of intellectual property collateral in secured
financing).
5 See infra Part VI.
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property.6 Neither courts nor scholars have addressed the
fundamental question of collateralization.7
The Dan Brown hypothetical above demonstrates that the use of
copyright as collateral has hidden costs, including depriving the
author of the right to create new works. This Article argues that the
process of the collateralization of intellectual property lacks
transparency. Consequently, the current Article 9 of the Uniform
Commercial Code (UCC-9)8 may unfairly advance secured creditors'
rights at the expense of intellectual property creators-such as
authors and inventors who are the debtors-and ultimately at the
expense of society as a whole. Due to these hidden costs, the
ongoing process of collateralization may prevent intellectual
property creators from creating future works based on their early
creations.
This Article identifies and critiques the collateralization of
intellectual property, revealing the complexity of intersecting
secured transaction law, namely Article 9 of the Uniform
Commercial Code, and doctrinal intellectual property laws such as
patent law, copyright law, and trademark law. The inquiry
challenges the silence surrounding the pervasive use of intellectual
property as collateral in secured financing and suggests changes to
the existing framework on secured financing law.
The Article proceeds as follows: Part II discusses the normative
intellectual property rights for patents, copyrights, and trademarks
and how such rights are utilized as corporate assets. Part III
describes different forms of financing available for companies and
the use of intellectual property in financing. Part IV explains the
UCC-9 regime as the law on secured financing, focusing on the
rights of both the debtor and the secured creditor in the event of
default. Part V frames the existing debate on security interests in
intellectual property assets and analyzes how the revised UCC-9
addresses the debate. Part VI identifies and critiques the
collateralization structure and its hidden costs. Finally, Part VII
6

See infra Part VI; see also Republic Pictures Corp. v. Security-First Natl Bank of Los

Angeles, 197 F.2d 767 (9th Cir. 1952) (addressing whether federal or state laws should govern
perfection of intellectual property collateral).
7 See infra Part VI.
8 U.C.C. art. 9 (2006).
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offers a proposal to minimize the hidden costs, provide better notice
to all parties, and promote creativity and innovation.
II. INTELLECTUAL PROPERTY RIGHTS AND ASSETS
A. INTELLECTUAL PROPERTY RIGHTS

In the United States, intellectual property rights often cover,
among other things, patents, copyrights, and trademarks. As a
young nation with a new constitution, the United States began to
recognize exclusive, yet time-limited, rights in patents and
copyrights.9 Congress was empowered to pass laws to grant timelimited' patents and copyrights to inventors and authors,
respectively, to promote the progress of science and useful arts. 1
The economic philosophy 2 of compensating the inventor for sharing
his invention with the public was the primary reason for the Patent
and Copyright Clause in the Constitution. 3

' J.A. Lorengo, What's Good for the Goose is Goodfor the Gander: An Argument for the
ConsistentInterpretationof the Patentand Copyright Clause, 85 J. PAT. & TRADEMARK OFF.
Soc'Y 51, 67 (2003).
'0 The phrase "limited Times," U.S. CONST. art. 1, § 8, cl. 8, was at the center of the
recent Supreme Court decision Eldred v. Ashcroft, 537 U.S. 186, 202 (2003). Scholars
contended that Congress's retroactive extension of the copyright protection term violates the
Constitution's "limited Times" provision. See Petition for Writ of Certiorari, Eldred, 537 U.S.
186, No. 01-618, 2001 WL 34092017 (arguing that retroactive extension of copyright
protection nullifies Framers' intent). The Court, however, upheld the extension of the
copyright term as constitutional. Eldred, 537 U.S. at 202.
1 U.S. CONST. art. 1, § 8, cl. 8. For a discussion of the phrase "to promote the progress
of science and useful arts" that appears in the Constitution's Patent and Copyright Clause,
see Dotan Oliar, Making Sense of the Intellectual Property Clause: Promotionof Progressas
a Limitation on Congress's Intellectual Property Power, 94 GEO. L.J. 1771, 1810 (2006),
arguing that the phrase "to promote the progress of science and useful arts" limits
congressional power to prolong terms of protection.
12 See Mazer v. Stein, 347 U.S. 201, 219 (1954) ('The economic philosophy behind the
clause empowering Congress to grant patents and copyrights is the conviction that... [it] is
the best way to advance public welfare through the talents of authors and inventors in
'Science and useful Arts.' ").
13 See U.S. CONST. art. 1, § 8, cl. 8, which states, in part, "The Congress shall have
Power... To promote the Progress of Science and useful Arts, by securing for limited Times
to Authors and Inventors the exclusive Right to their respective Writings and
Discoveries ....
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Federal law, as codified in Title 35, sets forth the scope of patent
protection. 4 Inventors must submit applications for a patent grant
on their invention, but not all applications become patents. 15 Only6
inventions satisfying the statutory requirements of patentability
can enjoy the patent grant to exclude others from using the
invention. 7 The life of a patent is twenty years from the date of
filing the application. 8
Federal copyright law is codified in Title 17.'9 Copyright law
protects literary, musical, architectural, and audiovisual works of
authorship, as well as software and other works listed in the
statute.2 ° Such works must be both fixed in a tangible medium and
original. 2' To satisfy the originality requirement, a work must be
independently created by the authors and be somewhat creative.22
Unlike patents, copyright protection begins from the date of
creation.2 3
Registration is not a requirement for copyright
"4 See generally35 U.S.C. §§ 100-376 (2000 & Supp. 2002) (codifying patent protection).
15 See 35 U.S.C. § 101 (outlining patent law). There are numerous studies on the patent
grant rate in the United States. See, e.g., Cecil D. Quillen, Jr. & Ogden H. Webster,
ContinuingPatentApplicationsandthe U.S.Patentand Trademark Office-Updated, 15 FED.
CIR. B.J. 635, 660 (2006) ("The overall uncorrected Grant Rate for the USPTO for 1981-2005,
determined by dividing the number of allowed applications in 1981-2005 by the number of
disposals in 1981-2005 is 66%.").
16 See 35 U.S.C. § 101 ("Whoever invents or discovers any new and useful process,
machine, manufacture, or composition of matter, or any new and useful improvement thereof,
may obtain a patent therefor.... ."). The five major requirements for patentability include:
(1) the invention must be within a patentable category; (2) the invention must have utility;
(3) the invention must be nonobvious to a person in the field; (4) the invention must be novel;
and (5) the invention must be adequately disclosed. See Byron V. Olsen, The Biotechnology
BalancingAct: Patents for Gene Fragments,and Licensing the 'Useful Arts," 7 ALB. L.J. SCI.
& TECH. 295, 312-13 (1997) (listing requirements for patent).
"7 The right to exclude others can be magnified when the patent holders maximize the
power derived from patent portfolios through the aggregation value of individual patents. See
Gideon Parchomovsky & R. Polk Wagner, PatentPortfolios, 154 U. PA. L. REv. 1, 31-32 (2005)
(discussing benefit of aggregating patents).
18 35 U.S.C. § 154(a)(2).
See generally 17 U.S.C. §§ 101-1332 (2000 & Supp. 2002) (codifying federal copyright
law).
20 See generally id. § 102(a) (listing various categories of works of authorship).
21 See Craig W. Walker, Application of the DMCA Safe Harbor Provisions to Search
Engines, 9 VA. J.L. & TECH. 2, 6 (2004) (providing brief discussion on copyright law).
2 See Feist Publ'ns, Inc. v. Rural Tel. Serv. Co., 499 U.S. 340, 345 (1991) (explaining
originality as sine qua non of copyright).
23 See In re World Auxiliary Power Co., 303 F.3d 1120, 1131 (2002) ("[Clopyright is
created every time people set pen to paper, or fingers to keyboard, and affix their thoughts
in a tangible medium. .. ").
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protection; therefore, most copyrights are not registered with the
Copyright Office.2 4 The copyright protection term is much longer
than in patent law, lasting for the life of the author plus seventy
years." In the case of an entity author, the term is ninety-five years
from publication or 120 years from creation, whichever expires
first.2 6 Copyright consists of a bundle of statutory rights including
the right to make copies, to prepare derivative works, to distribute
the works, to publicly display the works, and to publicly perform the
works.2 7
Unlike patents and copyrights, trademarks do not share the same
constitutional source of protection.2 8 Congress, instead, relied on
the Commerce Clause to enact federal trademark law.29
Trademarks enjoy varying durations of protection. As long as the
trademark is in use in commerce, it enjoys legal protection.3" The
law grants the trademark holder the right to exclude others from
using a mark that is likely to cause consumer confusion and protects
the holder's investment in the business's goodwill. 3 ' A mark is

24 See id. ("[Tihe Copyright Act contemplates that most copyrights will not be registered.

Since copyright is created every time people set pen to paper, or fingers to keyboard, and affix
their thoughts in a tangible medium, writers, artists, computer programmers, and web
designers would have to have their hands tied down to keep them from creating unregistered
copyrights all day every day." (citation omitted)).
25 See 17 U.S.C. § 302(a) ("Copyright in a work.., subsists from its creation and...
endures for a term consisting of the life of the author and 70 years after the author's death.");
see also Eldred v. Ashcroft, 537 U.S. 186, 195-96 (2003) (stating that U.S. term of copyright
protection harmonizes with duration of protection afforded by European Union Directive).
26 17 U.S.C. § 302(c); see also Eldred, 537 U.S. at 196 (explaining statute).
27 17 U.S.C. § 106 (listing exclusive rights in copyrighted works).
28 See Mazer v. Stein, 347 U.S. 201, 206 n.5 (1954) ("Congress had passed a trade-mark
act under the Patent and Copyright Clause. A unanimous Court held this effort to protect
trade-marks was unconstitutional." (citing Trade-Mark Cases, 100 U.S. 82, 94 (1879))).
' See Int'l Bancorp, L.L.C. v. Societe des Bains de Mer et du Cercle des Estrangers a
Monaco, 329 F.3d 359, 363-64 (4th Cir. 2003) (holding that "commerce" under Lanham Act
is "coterminous with that commerce that Congress may regulate under the Commerce Clause
of the United States Constitution"); see also Thomas & Betts Corp. v. Panduit Corp., 138 F.3d
277,284 (7th Cir. 1998) ("Trademarks, by contrast, are not mentioned in the Constitution but
are protected by the Lanham Trademark Act, 15 U.S.C. § 1051 et seq."). The federal
trademark law is codified in Title 15 of the U.S. Code. Id.
w See Larsen v. Terk Tech. Corp., 151 F.3d 140, 146 (4th Cir. 1998) (stating that
trademark must be "'in use' in Commerce" to receive protection).
"' See Park 'N Fly, Inc. v. Dollar Park & Fly, Inc., 469 U.S. 189, 198 (1985) ("The Lanham
Act provides national protection of trademarks in order to secure to the owner of the mark
the goodwill of his business and to protect the ability of consumers to distinguish among
competing producers.").
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entitled to protection if it is distinctive and has the capability to
identify and distinguish goods from those manufactured or sold by
others.32
Intellectual property rights that are granted by the government
as economic incentives to the inventors of patents, authors of
copyrights, and holders of trademarks are no longer confined within
national borders. Goods and services based on intellectual property
rights increasingly move between nations as the ease of
transportation and transmission increases.3 3
Fueled by
multinational corporations with pecuniary interest in their
intellectual property portfolios, nations have come together to create
an international intellectual property rights regime.34 Intellectual
property rights are no longer ephemeral rights; they are corporate
assets transcending geographical boundaries.3 5
B. INTELLECTUAL PROPERTY ASSETS

From newspaper articles to government reports, intellectual
property has dominated our daily discourse in areas such as
commerce, communication, culture, science, taxation,3 6
international trade, and policy.3 7 The World Intellectual Property

32 The Lanham Act defines a trademark as "any word, name, symbol, or device" used or
intended to be used in commerce "to identify and distinguish .. . goods ... from those
manufactured or sold by others.... ." 15 U.S.C.S. § 1127 (Lexis 2006).
3 See, e.g., McBee v. Delica Co., 417 F.3d 107, 112-14 (1st Cir. 2005) (discussing facts
that demonstrate global movement of trademarked goods).
' See Vincent Chiappetta, The DesirabilityofAgreeing to Disagree: The WTO, TRIPS,
InternationalIPR Exhaustion and a Few Other Things, 21 MICH. J. INT'L. L. 333, 333-34
(2000) (noting goals for creation of supranational intellectual property rights).
' See John T. Masterson, Jr., Protectionof IntellectualPropertyRights in International
Transactions, in THE COMMERCE DEPARTMENT SPEAKS ON INTERNATIONAL TRADE AND
INVESTMENT 1994, at 333,333-34 (PLI Commercial Law & Practice Course Handbook Series
863, 1994) (explaining importance of intellectual property rights in international trade).
' For a discussion on tax implications, see David Cay Johnston, Key Company Assets
Moving Offshore, N.Y. TIMES, Nov. 22, 2002, at C3, reporting rapid movement of patents,
trademarks, and other valuable property to offshore tax havens where reported profits grew
735%to ninety-two billion dollars from 1983 to 1999, and Glenn R. Simpson, IrishSubsidiary
Lets Microsoft Slash Taxes in U.S. and Europe,WALL ST. J., Nov. 7,2005, at Al, investigating
the profits earned from Microsoft subsidiary Round Island One Ltd. in Ireland which
controlled sixteen billion dollars of Microsoft assets in mostly intellectual property.
" The U.S. government pays careful attention to the protection and enforcement of
intellectual property rights. Through the Office of the U.S. Trade Representative (USTR), the
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Organization (WIPO) has estimated that intellectual property will
account for six trillion dollars in global trade by 2020.38 This
number reflects that copyright-emphasized industries like music,
film, publishing, and software, as well as patent-focused industries
like pharmaceuticals and computer technologies, are growing faster
than many other industries and are dominating important national
and global attention.3 9 According to economists Kevin Hassett and
Robert Shapiro of the American Enterprise Institute, the present
value of U.S. intellectual property is more than five trillion dollars,
which is "far more than any other nation's GDP."4 °
At the corporate level, companies spend significant resources to
either directly develop and obtain intellectual property assets or
acquire assets developed by others. The annual list released by the
U.S. Patent and Trademark Office affirms the valuable role of
patents to corporate giants such as IBM, Canon, Hewlett-Packard,
Matsushita (Panasonic), Samsung, Micron, Intel, Hitachi, Toshiba,
and Fujitsu.4 Large corporations exploit intellectual property by
directly manufacturing and selling products based on the

government negotiates trade agreements incorporating provisions to promote and protect
U.S. intellectual property interests. See Office of the U.S. Trade Representative, Mission of
the USTR, http://www.ustr.gov/Who-WeAre/Mission-of theUSTR.html (last visited Oct.
31, 2007) (describing role of USTR). Annually, the United States publishes a "Special 301"
review that lists countries and their compliance with or violation of U.S. intellectual property
laws. See Office of the U.S. Trade Representative, USTR Focus on Intellectual Property and
Innovation, http://www.ustr.gov/Trade_- Sectors/IntellectualProperty/Section_ Index.html
(last visited Oct. 18, 2007) (listing annual "Special 301" review tool to promote intellectual
property laws). U.S. and China policy, for example, is affected by the level of intellectual
property theft in China. See Andrzej Zwaniecki, Chinese Intellectual Property Theft Could
Spur U.S. Protectionism,USINFO, Nov. 15, 2006, httpJ/usinfo.state.gov/xarchives/display.
html?p=washfile-english&y=2006&m=November&x=20061115165615saikceinawzO.3555109
(discussing effect of theft of intellectual property in China on U.S. foreign policy).
' Center for Strategic and International Studies, Growth ofIP in Trade, http://www.csis.
org/component/option,com-csis-progjtask,view/id,836/ (last visited Oct. 17, 2007).
9 See Intellectual Property Watch, Top WIPO Copyright Official Promotes DRMs,
Stresses Cooperation,Feb. 2, 2006, httpJ/www.ip-watch.orgweblog/index.php?p=211&res=
1024&print=0 (reporting on growth of intellectual property sector which occupies
approximately ten percent of U.S. GDP and is key driver of U.S. economy); see also Center
for Strategic and International Studies, supra note 38 (quantifying growth in world wide
revenue from patent licensing).
0 See Vitoria Shannon, Value of U.S. IdeasIn Huge, but ProtectionIs Lax, Study Finds,
INT'L HERALD TRB., Oct. 14, 2005, at 17 (referencing Hassett and Shapiro study).
41 See Press Release, U.S. Patent & Trademark Office, supra note 2
(listing ten private
sector patent recipients for 2005).
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intellectual property rights or by licensing others to use the rights
in exchange for royalty fees. For example, with large intellectual
property portfolios, IBM gains two billion dollars annually from
licensing its technology to others.4 2 Similarly, Qualcomm collects
several billion dollars from the licensing of its patent portfolio.4 3
For small and start-up companies, intellectual property assets
are even more important. In many start-up companies, particularly
in the technology-related industries, intellectual property assets are
often the single most valuable assets." Without key intellectual
property assets, the companies may not be able to obtain capital
necessary to their survival.45 Start-up enterprises generally face a

42 Brad Stone, Nickels, Dimes, Billions: Big Tech CompaniesAre Raking in Big Bucks-a

Little at a Time-By ChargingFees for Use of Their Innovations, NEWSWEEK, Aug. 2, 2004,
http://www.newsweek.com/id/54559 (reporting how IBM profits handsomely from licensing
its patents).
' See Om Malik, The Next Monopoly: As the 3G Revolution Picks up Steam, Wireless
PioneerQualcomm May Be Poisedfor Market Dominance That Even Bill Gates Would Envy,
BuSINESs 2.0, Mar. 2005, at 76, 77-78, available at http://money.cnn.com/magazines/busine
ss2/business2 archive2005/03/01/8253101/index.htm (discussing profits earned by Qualcomm
from licensing technology).
44 Small companies invest their resources in innovations to survive in the competitive
marketplace. Intellectual property rights protect innovations by assisting small companies
in maintaining their competitiveness. The role of intellectual property assets is profound for
such small entities. See WORLD INTELLECTUAL PROP. ORG., WIPO SURVEY OF INTELLECTUAL
PROPERTY SERVICES OF EUROPEAN TECHNOLOGY INCUBATORS 10 (2003), available at http'//
(recognizing importance of
www.wipo.int/sme/en/documents/pdf/incubator-survey.pdf
intellectual property assets management for success of small business enterprises and
identifying how business incubators "are ideally placed [to] assist[ ] start-ups to manage" and
exploit their intellectual property assets). Additionally, universities across the United States
have become incubating centers for new start-up companies with intellectual property
developed by university researchers. See Lita Nelsen, The Rise of Intellectual Property
Protection in the American University, 279 SCIENCE 1460, 1460 (1998), available at http:ll
www.sciencemag.org/cgi/contentfull/279/5356/1460 (stating that small companies developed
through universities are recognized as "small entities," own thousands of patents, and enter
into thousands of license agreements in areas "from new vaccines to computer security
systems, electronic music chips, chemotherapeutic agents, and low-pollution industrial
burners").
4 See Stuart D. Levi, Open Source Business Plans, in OPEN SOURCE SOFTWARE FALL
2006: CRITICAL ISSUES IN TODAY'S CORPORATE ENVIRONMENT 325, 328 (PLI Patents,
Copyrights, Trademarks, & Literary Property Course Handbook Series No. 9071, 2006)
(stating that 'venture capitalists are reluctant to back companies that do not have their own
proprietary intellectual property").
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very small chance of success; 4 the survival of such companies often
depends upon their intellectual property assets.4"
Large and small companies develop and acquire intellectual
property for corporate internal use relating to the manufacture and
distribution of products and services.4" Companies also derive
revenue from licensing their intellectual property.4 9 Companies,
however, are not limited to these uses of their intellectual property
assets. Sophisticated companies can also exploit their intellectual
property assets by using them as collateral to obtain financing.

4 During the early Internet bubble years, start-up companies died daily. See Thomas
A. Humphreys et al., Tax Considerationsfor Venture Capital and Technology-Related Startups, in TAX STRATEGIES FOR CORPORATE ACQUISITIONS, DISPOSITIONS, SPIN-OFFS, JOINT
VENTURES, FINANCINGS, REORGANIZATIONS & RESTRUCTURINGS 2006, at 179, 182 (PLI Tax
Law & Estate Planning Course Handbook Series No. 9062, 2006) (stating that in "2001 and
2002, start-ups closed their doors on a daily basis").
47 See David Hayes, Common Intellectual Property Mistakes of Start-Up Firms, http:#l
library.findlaw.com/2004/Feb/23/133299.html (last visited Oct. 19, 2007) (discussing failure
to identify and protect intellectual property assets as common mistake made by start-ups);
Carter Weiss, Crushing Copycats, FORTUNE SMALL BUS., Nov. 2006, at 81, 81, available at
http://money.cnn.com/magazinesfsb/fsbarchive/2006/11/01/8391421/index.htm (explaining
how small company survives while others attempt to copy its designs).
4' Companies acquire intellectual property today for both offensive and defensive use of
intellectual property rights. See Parchomovsky & Wagner, supra note 17, at 24-27
(explaining theories behind offensive and defensive use of patents); see also Maureen S.
Dorney, Patent Licensing Overview, in UNDERSTANDING THE INTELLECTUAL PROPERTY
LICENSE 2006, at 477,483 (PLI Patents, Copyrights, Trademarks, & Literary Property Course
Handbook Series No. 9079, 2006) ("Cross-licenses are one of the important defensive uses of
a patent portfolio to help mitigate the risk of a competitor's blocking patents."); Wesley M.
Cohen et al., Protecting TheirIntellectualAssets: AppropriabilityConditions and Why U.S.
ManufacturingFirmsPatent (orNot) 27-30 (Natl Bureau of Econ. Research, Working Paper
No. 7552,2000), availableathttp://papers.nber.org/papers/W7552.v5.pdf(discussing new form
of defensive patenting, or "patent portfolio race[ ]" patenting).
' See Parchomovsky & Wagner, supra note 17, at 1, 31 n.108 (explaining that, for
patents, "the whole is greater than the sum of its parts: the true value of patents lies not in
their individual worth, but in their aggregation into a collection of related patents-a patent
portfolio" and providing practice of licensing of patents by IBM as example).
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III. FINANCING AND INTELLECTUAL PROPERTY
ASSETS IN FINANCING
A. FINANCING

A company may have a range of options for financing.5 ° The
company may obtain equity financing if it has an attractive business
wherein investors would furnish cash in exchange for certain
ownership of the company."' Some start-up companies may secure
equity financing from venture capital (VC) firms who are more
willing to invest in riskier enterprises.5 2 Equity financing may be
more suitable for start-up companies as they are in the early stages
of developing a business wherein they cannot seek conventional
lenders for financing.5" Moreover, debt payments to banks create an
additional cash flow burden on start-ups, unlike equity financing. 4

' For the purpose of this Article, "company" refers to privately owned companies. Unlike
private companies, publicly traded companies have more options for financing. For example,
small cap and growth-stage public companies can employ financing techniques such as SPAC
(special purpose acquisition company), spin-offs, PIPE (private placement of securities exempt
from registration under the Securities Act for a company that is already public), reverse
mergers, and public shells. See Jeffrey A. Baumel, A Primer for Small-Cap Financing
Companies in the New Millennium: SPACs, PIPEs, Reverse Mergers and Spin-offs, N.J.
LAWYER, June 2006, at 48,48-51 (explaining different financing techniques used by small and
growth-stage public companies).
51 In general terms, if the company is a startup, it may go through several rounds of such
financing. See Humphreys et al., supra note 46, at 183 (providing explanation of typical
financing stages of start-ups). According to Humphreys, the first round of financing may
come from family and friends for small amounts under one million dollars. Id. Angel
investors may provide financing between one to two million dollars in the "A" round. Id. The
subsequent "B"or "C" round involves early-stage venture capitalists or strategic investors
with investments in the range of $250,000 to $500,000 and total under five million dollars.
Id. At this stage, the company still has only ideas and key employees, but no clients. The ID"
round involves substantial venture capital firms with larger investments; the company enjoys
valuation as high as hundreds of millions of dollars. Id. The company may receive subsequent
financing rounds or it may be ready for 'either an initial public offering (IPO) or a sale or
strategic combination." Id.
52 See Eran Kahana, Dot-Coins Hold Out Hope, BUS. L. TODAY, July/Aug. 2001, at 19,
19-23 (describing relationship between venture capitalists and startups).
5
See David Newton, Hanging on to Equity DuringPre-Launch, ENTERPRENEUR.COM,
Dec. 23,2002, httpJ/entrepreneur.com/money/financingfinancingcolumnistdavidnewton/artic
1e58212.html (discussing how many entrepreneurs are forced to "giv[e] away far too large of
an ownership percentage" in early stages of business development).
' See Edward S. Adams & John H. Matheson, Law Firmson the Big Board?: A Proposal
for Nonlawyer Investment in Law Firms, 86 CAL. L. REv. 1, 31 n.150 (1998) (noting familiar
reason why equity financing, as compared to debt financing, is favorable to companies
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VC-backed equity financing, however, often provides ownership in
the form of preferred stock and extensive control rights to the VC
firm.5 6 For example, venture capitalists may gain control of the
company's board, giving them "the power to manage the business
and oversee the day-to-day operation of the firm."5 7 The company's
founders and key employees may find the loss of control over their
company a major drawback because VC firms have different goals
from theirs.5"
If the company is a more mature and, preferably, more profitable,
entity, it can approach traditional banks for loans. Generally,
traditional banks only are willing to provide loans to credit-worthy
businesses.5 9 Traditional banks generally are not inclined to provide
financing to companies that are struggling in their business.
Instead, commercial lenders typically provide asset-based loans, a
form of secured financing, to distressed companies, including startups.6" In asset-based financing, the lenders look to the borrower's
collateral, whereas in traditional lending the bank primarily looks
to the borrower's cash flow.6
Commercial lenders charge higher interest rates on loans and
take control of the company's accounts receivable so that the
company's customers directly pay the lenders instead of the
company. The lenders generally will keep twenty percent of the

needing capital).
"5 See Jesse M. Fried & Mira Ganor, Agency Costs of Venture Capitalist Control in
Startups,81 N.Y.U. L. REV. 967, 967, 981-82 (2006) (stating that start-ups issue new series
of preferred stock for each round of venture capital (VC)-backed financing).
56 See id. at 987 (explaining extent of VC control of start-ups).
57 See id. (stating that, as preferred stockholders, VC firms have veto rights on matters
such as sale of company's assets, any action that may materially alter VC's rights, and control
of company's board).
58 See id. at 993-94 (arguing that VC control of board may lead to many agency costs).
'9 See Lynn M. LoPucki, The Death of Liability, 106 YALE L.J. 1, 14-19 (1996) (noting
that secured debt often is employed by small and credit-unworthy companies and that lenders
employ secured debt as form of judgment-proofing strategy).
o See generally Marsha E. Simms, Introduction to Secured Lending and Commercial
Finance, in ASSET BASED FINANCING 2006, at 9 (PLI Commercial Law & Practice Course
Handbook Series No. 8631, 2006) (discussing secured lending practices).
61 Bank of America, FAQs: Bank ofnAmerica Business Capital, http'/corp.bankofamerica.
com/public/public.portal?_pd page-label=products/abf'products/faqs#2 (last visited Oct. 19,
2007).
62 See Jennifer Pellet, Cash Crunch, ENTREPRENEUR MAG., Feb. 2002, at 53, 54
(discussing loans against accounts receivable).
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money in escrow to pay down the loan and send the remainder to
the company. If the company fails to make its payments in a timely
manner, it must pay late fees. Companies seek asset-based loans
despite the steep price because the founders retain the ability to
control the direction of the business; no venture capitalists are
involved in this form of financing
Also, when a company is
struggling, its low valuation cannot attract equity financing.
In recent years, asset-based financing has no longer been utilized
solely by distressed corporate borrowers. Both strong and weak
companies obtain asset-based financing today.6 4 K-Mart, Goodyear,
The Gap, United Airlines, Rite-Aid, Nortek, D&K Healthcare
Resources, and Russell Corporation, for example, borrow through
asset-based financing.6" Asset-based loans in the United States
reached a total of $420 billion in 2005,66 compared to $140 billion
in 1995.67 Several individual lenders note debtors involved in
diverse industries, including motion picture and entertainment,
drugs, pharmaceutical preparations, chemical and allied products,
computer software, computer equipment, and electronics.68
Secured financing is not limited to transactions between the
lender and the borrower operating company. For example, secured
financing has been used in leveraged buyout models to generate
private-equity returns.6 9 A leveraged buyout entity or group may

63 See id. (explaining that lender approval power can be negotiated and noting venture
capitalists sometimes ask for super-majority rights).
" For years asset-based financing was generally regarded only as an option for
financially troubled companies and lesser-known lenders. Now, all types of companies use
asset-based financing and "asset-based loans are a fundamental financing solution offered by
many lenders, including the major money-center banks." Six MythsAboutAsset-Based Loans,
CAPITALEYES (Bank ofAm. Bus. Capital, Atlanta, Ga.), May 2003, http:/corp.bankofamerica.
com/public/public.portal?-pd-page-label=products/abf/capeyes/archive-index&dcCapEyes=
indCE&id=145.
' For a more comprehensive list of current secured financing deals, see The Secured
Lender, http://www.thesecuredlender.net/industry-deals.asp (last visited Oct. 19, 2007).
6 COMMERCIAL FIN. ASS'N, ANNUAL ASSET-BASED LENDING AND FACTORING SURVEYS 3
(2006), availableat http:/www.cfa.com/documents/AnnualABLFactoring-Survey-2005.pdf
(providing survey result for asset-based loans in 2005).
67 Six Myths About Asset-Based Loans, supra note 64 (displaying chart for asset-based
loans from 1976 to 2001).
6
See COMMERCIAL FIN. ASS'N, supra note 66, at 8 (reporting various industry sectors
utilizing asset-based financing).
9 See Wolcott B. Dunham, Jr. et al., Financial Sponsor Acquisitions of Insurance
Companies, in INSURANCE M&A 2000: A PRACTICAL APPROACH TO STRUCTURING COMPLEX
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decide to acquire a target company. 70 As part of the financing plan
for the acquisition, the acquiring group uses the target company's
assets as collateral to secure the financing provided by the lender
and uses the target company's cash flow to pay off the debt accrued
by the acquiring company.7 ' More specifically, debt in the leveraged
buyout capital structure includes senior bank debt and subordinated
high-yield debt.7 ' The target operating company assumes the senior
bank debt, and the bank receives a security interest in all assets of
the target operating company. 7 The high-yield debt issued by the
target operating company is unsecured and subordinate to bank
debt.74 The target operating company's cash flow will pay interest
and principal payments to the senior bank and on the subordinated
high-yield debt.7 5
B. INTELLECTUAL PROPERTY ASSETS IN FINANCING

As discussed earlier in this Article, intellectual property plays a
prominent role in modern economics. 76 The U.S. government has
consistently emphasized that intellectual property-based products
are the top U.S. export.77 Companies in industries with strong

59, 61 (PLI Corporate Law & Practice Course Handbook Series No. B0-00KI,
2000) (stating that private-equity returns are "[twenty-five to thirty-five percent] on the basis
of leverage target of 3-4:1 and repayment of debt from target cash flow over four to seven year
period").
70 Id.
71 Id.
72 Id.
TRANSACTIONS

73

Id.

74 Id.
75

id.

See supra Part IB; see also Alan Greenspan, Former Chairman, Fed. Reserve,
Remarks at the Stanford Institute for Economic Policy Research Economic Summit
(Feb. 27, 2004) (transcript available at http'//www.federalreserve.gov/BoardDocs/speeches/
20041200402272/default.htm) (discussing important economic roll of intellectual property
rights).
" See, e.g., Makan Delrabim, Deputy Assistant Attorney Gen. Antitrust Div., U.S. Dep't of
Justice, U.S. and E.U. Approaches to the Antitrust Analysis of Intellectual Property Licensing.
Observations from the Enforcement Perspective, Address Before the ABA Antitrust Section
(Apr. 1, 2004) (transcript available at http/www.usdoj.gov/atr/public/speeches/203228.htm) ("It
is important to recognize that intellectual property-based exports-whether copyrighted music,
movies or software, or patent-protected goods such as pharmaceuticals or electronic products
- are this country's number one export and as such their creation and protection is critical to
a vibrant economy."); see also U.S. Patent & Trademark Office, Strategic Plan 2007-2012
78
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intellectual property holdings frequently participate in activities
such as facility expansions, strategic partnerships, mergers and
79
acquisitions7 8 leveraged buyouts, restructuring, public offerings,
and private placement equity deals. 0 Transactions concerning
patents, copyrights, and trademarks affect every industry, including
biopharmaceuticals, healthcare, banking, energy, technology,
communication, entertainment, media, and food products, among
countless others. The dominant presence of intellectual property
begs the question of the use of intellectual property assets in
financing.8 1
It is no longer a secret that valuable intellectual property assets
now are used in different forms of financing, including
securitization,8 2 non-recourse debt financing,83 and secured
Introduction (Dec. 19,2006), http://www.uspto.gov/web/offices/com/ strat2007/stratplan20072012_05.htm (providing draft strategic plan containing chart with statistics to illustrate how
intellectual property-based products and services dominate U.S. export industries).
78 Examples of merger activities involving companies in technology-related industries are
abundant. Fish & Richardson, a national law firm, notes on its website that it has completed
numerous technology mergers and acquisitions valued in the billions of dollars. Fish &
Richardson P.C.-Practice Areas, http://www.fr.com/practice/corp.cfin (last visited Aug. 27,
2007).
79 Another listing on Fish & Richardson's website addresses various public and private
offerings. See id. (listing several larger public and private offerings).
' See, e.g., Bruce Miller, Profectus Secures$3Min PrivateEquity, EXAMINER (Baltimore),
May 31,2006, at 31, available at http://www.examiner.com/a-123098-Profectus secures__3
M..inprivate-equity.html (reporting that Baltimore-based biotechnology company completed
additional three million dollar private equity placement); The SCO Group Closes $50 Million
Equity Financing,LINUXELECTRONS, Oct. 16,2003, http'J/www.linuxelectrons.com/News/Gen
eral/20031016142515796 (reporting that BayStar Capital provided funding in private equity
placement transaction to SCO for its software development, licensing opportunities, and
protection of intellectual property assets); Julia Emenhiser, BiopharmaceuticalPrivateEquity
Fund Investing: A GeneralCounsel's Perspective, 6 U.C. DAVIS Bus. L.J. 21 (2006), available
at http://blj.ucdavis.edu/article.asp?id=601 (describing investment in biotechnology); Laine
Simpson, Investment in the Intellectual Property Driven Firm and Required Rates of Return,
http://www.wipo.int/sme/en/documents/investment ip.htm (last visited Aug. 27, 2007)
(explaining financing investment in intellectual property from angel investors to private
equity placement investors).
81 See Commercial Finance Association, What Is Asset-Based Lending?, http://www.cfa.
comwhatis ABL/whatisABL.htm (last visited Aug. 26, 2007) (generally describing assetbased lending).
82 See, e.g., Pullman Group, http://www.pullmanco.com/about.htm (last visited Aug. 14,
2007) (claiming that Pullman Group is "best known for creating the first ever securitization
of entertainment royalties and intellectual properties, including future music royalties [for
David Bowie, Motown Bonds, Ashford & Simpson, James Brown, The Isley Brothers, and
Marvin Gaye]").
83 See id. (promising benefits to intellectual property owners including non-recourse
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financing.' As intellectual property has become a more important
corporate asset, it has increased the number of secured financings
in which intellectual property serves as collateral. 5
Still, the use of intellectual property as collateral in secured
financing has existed for several decades, as evidenced in case law.
For example, in 1975 a bankruptcy case was decided in which the
debtor borrowed money from a bank, granting a security interest in
its music copyrights and royalties in exchange. 6 The debtor
subsequently sold the copyrights and royalties.8" The court held
that the sale was not in the debtor's ordinary course of business and
consequently the bank's security interest prevailed over the
purchaser's right to the copyrights and royalties.8 8
Additionally, the number ofjudicial opinions mentioning security
interests in intellectual property have increased, most prominently
in the last two decades.8 9 The opinions demonstrate that the body
of law in this area is still fairly new, with the earliest case dated
in 1969 and the vast majority of the decisions penned in the last
twenty years.90 In addition, the wide range of cases demonstrates
the complexity of secured financing using intellectual property. For
instance, in In re Tower Tech, the lender provided two million-dollar
loans to the debtor but failed to perfect its security interest,
mistakenly recording the financing statement with the U.S. Patent
and Trademark Office instead of the appropriate state.9 ' The Tenth

financing).
4 See Simms, supra note 60, at 23 (recognizing that "adebtor's most valuable assets may
lie in its general intangibles-e.g., its intellectual property licenses or municipal franchises
such as cable television or radio licenses"). See generally FROM IDEAS TO ASSETS: INVESTING
WISELY IN INTELLECTUAL PROPERTY (Bruce Berman ed., 2002) (containing essays on different
strategies for investing in intellectual property).
' See Axe, supra note 4, at 62 (describing intellectual property as collateral in secured

financing).
' Pippin Way, Inc. v. Four Star Music Co. (In re Four Star Music Co.), 2 B.R. 454, 456
(Bankr. M.D. Tenn. 1979).
87 Id. at 457-58.
88 Id. at 464-65.
8 A November 1, 2007 search in the Westlaw "All Federal & State Cases" database
(ALLCASES) for all cases mentioning "security interest" and either "trademark," "copyright,"
"patent," or "customer list" in the same sentence yielded 281 cases. The earliest case that
mentioned the terms was Rodgers v. Commissioner,51 T.C. 927 (1969). Out of281 cases, 207
were decided after October 1987.
90 See supra note 89 and accompanying text.
9' Elec. Constructors v. Tower Tech, Inc. (In re Tower Tech, Inc.), 67 F. App'x 521, 523
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Circuit held that a Chapter 11 debtor-in-possession, viewed as a
hypothetical lien creditor, has priority regarding the patents at
issue over the unperfected lender.9 2 In other words, there is an
extremely high cost when the security interest in a patent is not
properly perfected pursuant to the governing law.
The proliferation of intellectual property as collateral in secured
financing has spread across many industries. In certain industries
such as film production, such secured financing is common because
the lenders provide the financing and the producer grants the lender
a security interest in copyrights, licenses of scripts and music,
costumes, accounts receivable, bank deposit accounts, and talent
contracts. 93 Not surprisingly, lenders like Bank of America have
reported rising asset-based financing in which intellectual property
assets are used to secure loans.94
IV. LAW ON SECURED FINANCING
A. THE UCC-9 REGIME

Scholars of secured financing have long noted that secured
financing is as fundamental to the economy as it is beneficial to the
debtor, creditors, and society.95 Specifically, secured financing
reduces the debtor's misbehavior, increases the availability of credit,
96
promotes investment, and enhances production.

(10th Cir. 2003).
92 Id. at 524.
9 See Pauline Stevens, The Intersection of Film Finance and Revised Article 9: A
Mystery, 9 UCLA ENT. L. REv. 211, 213 (2002) (recounting typical film financing plan).
9 See Six Myths About Asset-Based Loans, supra note 64 (dispelling misconceptions
about asset-based financing and explaining that intellectual property assets are now used to
secure loans).
95 See, e.g., David Gray Carlson, Secured Lending as a Zero-Sum Game, 19 CARDOZO L.
REV. 1635, 1643-46 (1998) (explaining why secured lending is economically efficient); Robert
E. Scott, The Truth About Secured Financing, 82 CORNELL L. REV. 1436, 1450-51 (1997)
(noting that collateral stabilizes relationships between debtors and lenders).
' See Carlson, supra note 95, at 1645 (theorizing that secured financing is efficient
because it reduces risk of debtor misbehavior, thereby increasing availability of credit,
investment, and production); Scott, supra note 95, at 1450 (stating that by offering assets as
security for debts, debtor "invites the sanction of foreclosure should it breach the terms of the
agreement" and that secured creditor leverages its foreclosure rights as "psychological
advantage[s]" over debtor (alteration in original)).
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Secured financing is not new. Security devices have been in
existence for a long time and under many different forms, such as
pledges, conditional sales, chattel mortgages, hypothecates, trust
receipts, factor's liens, and assignments of accounts receivable."
Today, secured financing law is a uniform system under Article 9 of
the Uniform Commercial Code.98 Article 9 has been adopted by all
states with only minor changes, replacing old security devices which
failed to serve their functions over time.9 9 The old security devices
were unable to fill the gaps in secured financing as personal
property for collateral transformed and expanded.' 10 They could not
adapt to the new and intangible forms of personal property that
became valuable assets to use as collateral.'
Since the original adoption of Article 9, the UCC has been revised
several times to adapt to new changes in the practical world of
secured financing, 102 with the most recent revised version adopted
by all states by 2001.03 The revisions allow the scope of Article 9 to

See U.C.C. § 9-101 cmt. 4 (2006) (summarizing revisions); Eric J. Pullen, Revised
Article 9 of the Uniform Commercial Code and Agricultural Lien in Texas, 40 TEX J. BUS.
L. 1, 8 (2004) (discussing pre-UCC security devices governed by different bodies of law);
Melissa Bradford Springer, Note, Perfectinga Security Interest in "ElectronicChattel Paper"
Under Revised Article 9, 31 U. MEM. L. REV. 491,493-94 n.4 (2001) (noting various security
devices replaced by unitary system under Article 9).
98 See Iwan Davies, Secured Financingof Intellectual PropertyAssets and the Reform of
English Personal PropertySecurity Law, 26 OXFORD J. LEGAL STUD. 559, 570 n.70 (2006)
(stating that revised Article 9 has been adopted in all fifty states).
' See U.C.C. § 9-101 cmt. (1972) (revised 2001) ("Pre-Code law recognized a wide variety
of security devices, which came into use at various times to make possible different types of
secured financing. Differences between one device and another persisted, in formal
requisites, in the secured party's rights against the debtor and third parties, in the debtor's
rights against the secured party, and in filing requirements, although many of those
differences no longer served any useful function.").
100 See id. (revised 2001) ("Nevertheless, despite the great number of security devices
there remained gaps in the structure.").
101 See id. (noting example of how increasing use of account receivables as security in
business lending after 1940 forced many states to enact new statutes to address new
collateral: "The growing complexity of financing transactions forced legislatures to keep
piling new statutory provisions on top of our inadequate and already sufficiently complicated
nineteenth-century structure of security law. The results of this continuing development
were increasing costs to both parties and increasing uncertainty as to their rights and the
rights of third parties dealing with them.").
"o See Steve 0. Weise, Materials on Revised UCC Article 9 (ALI-ABA Conference,
June 2-3, 2005), WL SK090 ALI-ABA 1, 5 (noting that most recent revision is first
comprehensive revision since 1972 revision).
10" See First Amended and Restated Report of the State Bar of Arizona Business Law
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either broaden the existing categories of personal property or
include new types of personal property, such as credit card accounts,
healthcare receivables, or payment obligations.° 4 Revised Article 9
also covers transactions such as sales of accounts, payment
intangibles, chattel paper, and promissory notes. °5
Secured financing law, through various revisions of Article 9,
brings certainty to financing transactions and reduces transaction
costs and the costs of credit. 10 6 In addition, it can facilitate and
encourage secured financings at all levels. For example, a car
dealership receives secured financing for its inventory where the
collateral is the automobiles0 7 and accounts.0 8 A customer with a
decent credit history can obtain secured financing in order to
purchase a car for household or business purposes, where the car
itself serves as the collateral.'0 9 The documents evidencing the loan
and security interest in the car collateral can also themselves be

Section Committee on Rendering Legal Opinions in Business Transactions,October 20, 2004,
38 ARiz. ST. L.J. 47, 121 (2006) [hereinafter State Barof Arizona] (stating that all states have
adopted Article 9, "in most cases with an effective date of July 1, 2001").
104 See U.C.C. § 9-102(a)(2) cmt. 5 (2006) (providing expanded definition for "account"); see
also John I Pearson, Revised Article 9 in Kansas, 51 U. KAN. L. REV. 769, 772 (2003)
("Revised Article 9 extends the applicability of the Article to a number of new types of
collateral [and] substantially revises the documentary details of transactions subject
thereto.... The goals in revising Article 9 were to achieve greater certainty in creating and
enforcing security interests in personal property in all states and to simpl
and clarify the
rules for creation, perfection, priority, and enforcement of Article 9 security interests.").
'o5 See U.C.C. § 9-109(a)(3) cmt. 4 (2006) (providing new transactions in expanded scope);
Weise, supra note 102, at 5-8 (describing how scope of Article 9 has been expanded to bring
new kinds of personal property and transactions into Article 9).
l"6 See Weise, supra note 102, at 23 (concluding that revised Article 9 will facilitate
financing, reduce cost of financing, bring greater certainty to financing, and provide more
protections to debtors in foreclosure).
107 See U.C.C. § 9-102(a)(48) (2006) ("'Inventory' means goods ... held by a person for sale
or lease . . ").
1o" See id. § 9-102(a)(2) (" Account'... means a right to payment of a monetary obligation,
whether or not earned by performance, (i) for property that has been or is to be sold, leased,
licensed, assigned, or otherwise disposed of....").
" See id. § 9-102(a)(23) (" 'Consumer goods' means goods that are ... bought for use
primarily for personal, family, or household purposes."); id. § 9-102(a)(24) ("'Consumer-goods
transaction' means a consumer transaction in which: (A) an individual incurs an obligation
primarily for personal, family, or household purposes; and (B) a security interest in consumer
goods secures the obligation."). If the car is not used for personal, family or household
purposes, it will be categorized as "equipment" collateral. See id. § 9-102(a)(33) ("'Equipment'
means goods other than inventory, farm products or consumer goods."). Article 9 provides
perfection rules for automobiles or goods covered by certificate of title. Id. § 9-316(d) cmt. 5.
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used as0 collateral for secured financing by the entity holding
them."
B. DEBTORS' RIGHTS VERSUS SECURED CREDITORS' RIGHTS

Under a secured financing, when a debtor is in default"' of its
obligations as described in the security agreement executed by the
debtor and the secured party, the secured party has certain rights
under Article 9.112 The defined term "rights" includes remedies."'
The secured party has several options: (1) it can initiate an action
for payment of the outstanding loan; (2) it can request judicial
intervention to foreclose on the collateral;"' or (3) it can exercise
self-help to seize the collateral so long as no breach of the peace
occurs.'
The secured party's rights are cumulative; judicial
decisions on the payments of the outstanding loan do not prevent
the secured party from pursuing the collateral if the debt is not fully
satisfied." 6
The debtor's rights, however, are limited. After all, the debtor is
the party that could not fulfill its end of the bargain; it is in
default. "' If the property collateral has been seized by the secured
party, the debtor can redeem the collateral by tendering the entire

See id. § 9-102(a)(11) ("'Chattel paper' means a record or records that evidence both
a monetary obligation and a security interest in specific goods .... '[M]onetary obligation'
means a monetary obligation secured by the goods. .. ."); see also id. § 9-330 (listing special
rule involving priority between purchaser of chattel paper and secured party with security
interest in chattel paper).
nl Article 9 does not provide a definition for default; it leaves to the debtor and secured
party to define what constitutes default. See id. § 9-601 cmt. 3 (leaving determination of
whether default has occurred to parties' agreement).
112 See id. § 9-601(a) (providing rights of secured party after debtor default).
113 See id. § 1-201(34) (" 'Right' includes remedy.").
114 See id. § 9-601(a) ("After default, a secured party... may reduce a claim to judgment,
foreclose, or otherwise enforce the claim, [or] security interest.., by any available judicial
procedure ....).
"5 See id. § 9-609, cmt. 3 (providing secured party's right to repossess collateral either
through self-help or judicial means).
116 See id. § 9-601(c) ("The rights
. . . are cumulative and may be exercised
simultaneously.").
117 See id. § 9-601 (providing rights of secured party and rights of debtor); id. § 9-601 cmt.
2 ("The rights of a secured party to enforce its security interest in collateral after the debtor's
default are an importantfeatureof a secured transaction." (emphasis added)). The debtor has
"rights provided in this part and by agreement of the parties." Id. § 9-601(d).
110
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amount of the outstanding loan, not just the failed scheduled
payment arrears, together with the fees the secured party incurred
in connection with seizing the collateral."' The right to redeem the
collateral must be exercised before the date that the secured party
disposes of the collateral."' More than likely, a debtor that is
already shackled with financial difficulties will not be able to
redeem the collateral. Consequently, the secured party can dispose
of the collateral by selling or assigning it to others at a private or
public disposition. 2 ° The secured party may itself purchase the
collateral at the disposition if certain conditions are met,' 2 ' or may
even exercise strict foreclosure of the collateral.'2 2
The debtor is entitled to the surplus of the cash proceeds if there
is any after the secured creditor deducts both fees incurred in
preparation of the disposition and any outstanding debt. 2 ' The
secured party has the right to pursue the debtor if there is a
deficiency after the disposition of the collateral.'2 4
If the secured party wishes, it may exercise "strict foreclosure" of
the collateral.'2 5 Under strict foreclosure, the secured party must
notify the debtor that it wants to retain the collateral and the debtor
has twenty days after the notification is sent to object.'26 Strict
foreclosure can occur even if the secured party cannot take
possession of the collateral and even if the collateral is intangible. 2 v

118 See id. § 9-623(a)-(b) (providing general rule that debtor may redeem collateral and

stating what debtor must tender in order to do so).
...See id. § 9-623(c) (stating that redemption may occur before secured party has disposed
of collateral or entered into contract for its disposal).
120 See id. § 9-610 (discussing general rule secured party may dispose of collateral after
default by public or private proceedings).
121 See id. § 9-610(c) (providing parameters of purchase by secured party).
'22

See infra notes 125-29 and accompanying text.

123 See U.C.C. § 9-615 (2006) (describing application of proceeds of disposition of

repossessed collateral and how proceeds from collateral subsequently sold by secured party
are applied).
124 See id. § 9-615(d) (stating that secured party must pay debtor any surplus and obligor
is liable for any deficiency).
i
See id. § 9-620 (describing rule for strict foreclosure).
126 See id. § 9-620(c) (describing conditions for debtor's consent to secured party's proposed
strict foreclosure of collateral). If the debtor does not object after the twenty day period, the
debtor is deemed to have accepted the secured party's proposal of strict foreclosure. Id. § 9620(c)(2)(C).
127 See id. § 9-620 cmt. 7 (noting that intangible collateral may be subject to strict
foreclosure); see also Weise, supra note 102, at 19 ("[N]ew Article 9 would permit the secured
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The consequences of strict foreclosure include the discharge of the
debt,1 2 meaning the secured creditor cannot pursue the debtor for
any deficiency. If the secured party later sells the collateral to a
third party, the debtor is not entitled to any surplus yielded.'2 9
In summary, the rights of both the secured creditor and the
debtor under Article 9 embody the common law principle that a
security interest exists for the interest of the secured party. 30
Significantly, the secured party enjoys the property interest in the
collateral, as it secures the rights to repossession, disposition, and
strict foreclosure of the collateral against the debtor and other third
parties.' 3 '
V. THE EXISTING DEBATE ON SECURITY INTERESTS IN
INTELLECTUAL PROPERTY
A. THE FEDERAL VERSUS STATE PERFECTION FOCUS

Perfection of security interests in personal property is generally
achieved by filing a financing statement with the central filing office
in the state where the debtor is deemed to be located.'32 For more
than twenty years, courts and scholars have focused their attention
on the question of how to perfect security interests in intellectual
property collateral. The question of perfecting security interests in
various types of intellectual property centers primarily on federal

party to retain collateral in satisfaction of the debt even if (i) the secured party was not in
possession of the collateral, or (ii) the collateral is intangible.").
12 See U.C.C. § 9-622 (2006) (stating effects of strict foreclosure on secured party, debtor,
and any other third party).
129 See id. § 9-622 cmt. 2 (noting that secured party acquires all of debtor's rights in
collateral).
..
o See In re Emergency Beacon Corp., 48 B.R. 341, 352 (Bankr. S.D.N.Y. 1985) ("It is a
principle of common law that a security interest made for the benefit of the secured party may
be released by him at his pleasure." (quoting Anderson v. Mass. Mut. Ins. Co., 421 N.Y.S.2d
539, 540 (Sup. Ct. 1979))).
131 See Lawrence Ponoroff & F. Stephen Knippenberg, Having One's Propertyand Eating
It Too: When the Article 9 Security InterestBecomes a Nuisance, 82 NOTRE DAME L. REv. 373,
374-75 (2006) (arguing that under reigning conceptualization of security interest as property,
"secured parties are figures of privilege among all creditors, enjoying a pervasive 'property
priority' under state law and even in bankruptcy").
132 See U.C.C. § 9-310 (2006) (providing general rule that financing statement must be
filed to perfect all security interests).
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preemption.' 3 3 The issue is ignited and intensified because: (1)
federal law alone creates patents and copyrights and governs all
aspects related to the term, ownership, and transfer of such
property, and (2) both federal and state laws govern trademarks,
while Article 9 of the UCC controls the creation, attachment,
34
perfection, and priority of security interests in personal property. 1
Specifically, the debate focuses on whether federal or state law
should govern the perfection and priority of security interests in
patents, copyrights, and trademarks.'3 5
The debate inspired many proposals' 3 6 but yielded unsuccessful
legislative efforts spearheaded by the American Bar Association
(ABA) Section of Intellectual Property Law, the ABA Section of
Business Law, and the Commercial Finance Association. 3 7 Among
measures introduced by different groups, the proposed Federal
Intellectual Property Security Act advocated for a secured party's
filing with the Copyright Office to provide constructive notice and
achieve priority with respect to ownership and transfer disputes. 3 '

133

See generally Aerocon Eng'g, Inc. v. Silicon Valley Bank (In re World Auxiliary Power

Co.), 303 F.3d 1120 (9th Cir. 2002) (analyzing federal preemption of security interests in
unregistered and registered copyrights); Moldo v. Matsco, Inc. (In re Cybernetic Servs., Inc.),
252 F.3d 1039 (9th Cir. 2001) (analyzing whether federal patent statutes control perfection
of security interests in patents); Roman Cleanser Co. v. Nat'l Acceptance Co. of Am. (In re
Roman Cleanser Co.), 43 B.R. 940 (Bankr. E.D. Mich. 1984), affd, 802 F.2d 207 (6th Cir. 1986)
(analyzing whether federal Lanham Act preempts state law on perfection of security interests
in trademarks).
134 See Susan Barbieri Montgomery, Security Interests in Intellectual Property(ALI-ABA
Conference, June 2-3,2005), WL SK090 ALI-ABA 349, 351 ("Commentators and practitioners
have long recognized the uneasy co-existence of state and federal law and the resulting issues
of uncertainty regarding intellectual property collateral.").
135 See id. at 390 (noting that in 1999, after decade of debate and consensus building, Joint
Task Force on Security Interests in Intellectual Property submitted its proposal "for
amending the relevant federal intellectual property law statutes and creating a uniform filing
scheme for security interests in intellectual property").
" See William Murphy, Proposalfor a Centralizedand IntegratedRegistry for Security
Interests in Intellectual Property,41 IDEA 297, 300 (2002) (discussing other proposals and
proposing that "centralized and integrated registry would not supplant the existing
substantive federal or state laws, but would rather compliment them by offering a central
information forum that would be available to anyone seeking security interest information
on intellectual property").
137 See Stevens, supra note 93, at 211, 224-25 (2002) (recounting failed legislative efforts
and agenda advanced by different groups).
138 See Montgomery, supra note 134, at 390-91 (explaining mixed approach jointly
proposed by ABA Section on Intellectual Property and ABA Section on Business Law whereby
"a state UCC filing establishes priority against other secured parties and lien creditors, while
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It further provided that state law would govern both perfection and
1 39
priority of security interests in all types of intellectual property.
On the other hand, the American Film Marketing Institute
preferred a strictly federal system for the creation, perfection, and
priority of security interests in intellectual property, especially in
140
copyrights.
In recent years, courts, notably the Ninth Circuit, have fashioned
a mixed approach to tackle the perfection question for different
types of intellectual property.14 ' The decisions collectively illustrate
that federal law controls the recording of security interests only in
registered copyrights.
State law, that is, Article 9 of the UCC,
governs the perfection and priority of security interests in patents,
unregistered copyrights, and trademarks.'4 3
B. REVISED ARTICLE 9 ADDRESSES THE DEBATE?

Revised Article 9 avoids all the difficulties and complexities
raised in the debate and in the various proposed measures.
filing with the applicable federal agency would provide constructive notice and establish
priority with respect to bona fide purchasers and other transferees").
139 See Stevens, supra note 93, at 224-25 (discussing measure proposed by both ABA
Section on Intellectual Property and ABA Section on Business Law).
"4 See id. at 224-25 (discussing rationale for federal-based approach). Another measure
proposed that the federal copyright statute be amended to expressly decline preemption with
respect to security interests in copyrights, allowing state UCC law to govern all creation,
perfection, and priority of copyrights. See Montgomery, supra note 134, at 391 (terming such
approach as "Non-Preemption" approach).
141 See supra note 133 and accompanying text.
142 See Aerocon Eng'g, Inc. v. Silicon Valley Bank (In re World Auxiliary
Power Co.), 303
F.3d 1120, 1128 (9th Cir. 2002) (holding that perfection of security interests in unregistered
copyrights in Copyright Office notice does not give Constructive notice under Copyright Act
because there is no preemption of such security interests, and that Peregrinedecision is
limited only to registered copyrights); Nat'l Peregrine, Inc. v. Capitol Fed. Sav. & Loan Ass'n
of Denver (In re Peregrine Entm't, Ltd.), 116 B.R. 194, 194 (C.D. Cal. 1990) (holding that
Copyright Act preempts perfection of security interests in copyrights).
143 See Moldo v. Matsco, Inc. (In re Cybernetic Servs., Inc.), 252 F.3d 1039, 1045
(9th Cir.
2001) (holding that Article 9 of UCC controls recording of security interests in patents even
though patents are created and governed by federal law); Trimarchi v. Together Dev. Corp.,
255 B.R. 606,610-11 (D. Mass. 2000) (holding that Lanham Act does not preempt state UCC
filing requirements and noting that "case law ... consistently supports the proposition that
the Lanham Act does not pertain to security interests"); Roman Cleanser Co. v. Nat'l
Acceptance Co. of Am. (Inre Roman Cleanser Co.), 43 B.R. 940,944 (Bankr. E.D. Mich. 1984),
affd, 802 F.2d 207 (6th Cir. 1986) (holding that state law, not federal law, governs perfection
of security interests in trademarks).
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Article 9 instead asserts that it is the law on secured transactions,
reaffirming that the state law regime governs any secured
transaction involving the use of personal property as collateral.'
Article 9 simplifies the general rule of perfection of security
interests by requiring the filing of the financing statement 145 with
the state's central filing office.' 46 Section 9-109(c) declines complete
federal preemption, asserting that Article 9 applies to the extent
that a federal statute does not specifically preempt it. 1 47 Section 9311 explicitly specifies that the state filing requirement defers only
to the federal statute "whose requirements for a security interest's
obtaining priority over the rights of a lien creditor with respect to
the property preempt [s]" the state filing requirement.' 8
Consequently, only federal statutes with a specific mandate for
a national filing system of security interests in a particular type of
personal property will control the perfection of the security interest.
Currently, the federal patent statutes and the trademark statutes
do not contain any relevant provisions. 49 The copyright statutes,
however, do address the national recordation of interest in
registered copyrights. 5 ° Therefore, with respect to the three
intellectual property assets-patents, trademarks, and unregistered
Accordingly, the approach
copyrights-Article 9 governs.
propounded in Article 9 sections 9-109(c) and 9-311 is in harmony

14 See U.C.C. § 9-109(a)(1) (2006) (stating that Article 9 applies to transactions creating
security interests in personal property by contract).
",' See id. § 9-310(a) (stating that except where otherwise provided, financing statement
must be filed to perfect security interest).
'4 See id. § 9-501 cmt. 2 (explaining importance of centralized filing in reducing
burdensome and costly transactions).
147 See id. § 9-109(c) (setting forth general rule on preemption).
148 Id. § 9-311, cmt. 2.
149 See Moldo v. Matsco, Inc. (In re Cybernetic Servs., Inc.), 252 F.3d 1039, 1052 (9th Cir.

2001) (analyzing section 261 of Patent Act and holding that provision does not cover security
interests in patents, but does cover assignment, grant, or conveyance of ownership in
patents); In re Together Dev. Corp., 227 B.R. 439, 441 (Bankr. D. Mass. 1998) (holding that
trademark provision in 15 U.S.C.S. § 1060 (Law. Co-op. 1991) only applies to ownership
assignments).
"o See In re World Auxiliary Power Co., 303 F.3d 1120, 1127-28 (9th Cir. 2002) (analyzing
provisions of former § 9-104(a) and § 9-302(3) and finding that recordation of security
interests in registered copyrights is covered by Copyright Act, but federal filing system does
not apply to unregistered copyrights because "there [ils no way for a secured creditor to
perfect... by recording in the Copyright Office").

28
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with the mixed approach advanced by the courts in cases involving
the perfection of security interests in intellectual property.' 5 '
Both the debate and the recently revised Article 9, however,
center on the secured party's rights. They emphasize how the
secured party's rights are protected vis-A-vis whether the security
interest has been perfected and under which system." 2 They both
ignore a fundamental question of collateralization, specifically, the
effect of using different types of intellectual property assets as
collateral in secured financing
and how it impacts the rights of
53
authors and inventors.

"' See generallyIn re CyberneticServs., Inc., 252 F.3d 1039 (holding that patent law does
not preempt Article 9 holding requirements); In re Together Dev. Corp., 227 B.R. 439 (holding
that filing of security interest with U.S. Patent and Trademark Office (PTO) failed to perfect
security interest); Joseph v. Valencia, Inc. (In re 199Z, Inc.), 137 B.R. 778 (Bankr. C.D. Cal.
1992) (holding that recordation of security interest in trademark with PTO is ineffective for
perfection under Article 9); In re Chattanooga Choo-Choo Co., 98 B.R. 792 (Bankr. E.D. Tenn.
1989) (holding that Lanham Act does not govern recordation of security interests in
trademarks); Creditors' Comm. of TR-3 Indus., Inc. v. Capital Bank (In re TR-3 Indus.), 41
B.R. 128 (Bankr. C.D. Cal. 1984) (finding Congress did not intend for "the Lantham Act to
provide a method for the perfection of security interests in trademarks, tradenames or
applications for the registration of the same"). For patent cases holding that the patent
statute does not preempt Article 9 with respect to security interests in patents, see generally
Moldo v. Matsco, Inc. (In re Cybernetic Servs., Inc.), 239 B.R. 917 (B.A.P. 9th Cir. 1999); City
Bank & Trust Co. v. Otto Fabric, Inc., 83 BR. 780 (D. Kan. 1988); and In re Transp. Design
& Tech., Inc., 48 B.R. 635 (Bankr. S.D. Cal. 1985). For copyright cases, see generally In re
World Auxiliary Power Co., 303 F.3d at 1128, analyzing provisions of former 9-104(a) and 9302(3) and finding that recordation of security interests in registered copyrights is covered
by the Copyright Act, but the federal filing system does not apply to unregistered copyrights
because "there [ius no way for a secured creditor to perfect.., by recording in the Copyright
Office"; and Nat'l Peregrine, Inc. v. Capitol Fed. Sav. & Loan (In re Peregrine Entm't, Ltd.),
116 B.R. 194, 202-04 (C.D. Cal. 1990), holding that federal copyright law governs the filing
of security interests in registered copyrights based on the conclusion that section 205(a) of the
Copyright Act "clearly" establishes the federal system for recording copyright transfers and
security interests).
152 See Stevens, supranote 93, at 227-29 (assessing different approaches and praisingnew
Article 9's approach as workable system for secured lenders who are generally familiar with
secured financing law and usually file financing statements for security interests for personal
property as collateral).
"' Recently, some scholars have directed attention to new areas concerning commercial
torts and proceeds of information data collateral. See generally Jonathan C. Lipson,
Financing Information Technologies: Fairness and Function, 2001 WiS. L. REV. 1067
(identifying problems associated with information data collateral beyond preemption); Lars
S. Smith, GeneralIntangibleor CommercialTort: MoralRights and State-BasedIntellectual
Propertyas Collateral Under U.C.C. Revised Article 9, 22 EMORY BANKR. DEV. J. 95 (2005)
(analyzing how trade secrets, rights of publicity, rights against unfair competition, and moral
rights should be categorized and perfected).
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VI. COLLATERALIZATION AND ITS HIDDEN COST

Among financing methods, secured financing is prevalent but
often misunderstood. The concept of secured financing with
intellectual property assets is deceptively simple: The lender
provides financing to the borrower, and the borrower grants the
lender a security interest in the intellectual property assets."' The
encumbrance of intellectual property or lack thereof is unfortunately
often discovered and disputed, if at all, only in bankruptcy
proceedings. The framework of secured financing law hides the
knowledge of whether or not the intellectual property has been
encumbered and the extent of the collateralization.
A. THE COLLATERALIZATION STRUCTURE

When copyrights, trademarks, patents, trade secrets, or knowhow assets are used as collateral in a secured transaction in order
for the debtor to obtain a loan, the debtor generally executes a
security agreement granting the secured creditor a security interest
in the collateral. 1 55 The security agreement serves as evidence of the
collateralization of the debtor's intellectual property.'5 6
Under the current Article 9 regime, the debtor may not receive
notice of or have any knowledge about when her copyright, patent,
or trademark becomes collateralized for a loan or an advance. This
lack of meaningful notice, particularly more acute in transactions
involving debtors who are neither sophisticated nor well-versed in
Article 9, is illustrated below.
For example, to collateralize copyrights, patents, or trademarks,
the debtor-author signs a security agreement granting the secured
creditor a security interest in the copyrights, patents, or
trademarks, but nowhere in the security agreement are the actual
14 See supra Part III.
"
See Mary Margaret Styer et al., A Guide Through the Labyrinth: Evaluatingand
Negotiatinga University Technology Transfer Deal, 11 B.U. J. SCI. & TECH. L. 221, 245-46
(2005) (noting that intellectual property of "Start-Ups" may be used as collateral in obtaining
funding sources as evidenced by security agreements).
" See State Bar of Arizona, supra note 103, at 135 (explaining how security agreements
have been deemed to be effective for creating security interests in intellectual property
collateral).
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words copyrights,patents, or trademarksever used.157 Indeed, in In
re Cybernetic Services, Inc., the security agreement did not contain
the word patent, yet disputes arising after the debtor was forced to
file for bankruptcy included the narrow issue of security interests
in the intellectual property collateral and the priority between the
bankruptcy trustee and the financing corporation with respect to the
intellectual property.'5 8 How is it possible for such a security
agreement to create an enforceable security interest in the
intellectual property?
Under Article 9, for a security interest to be enforceable against
the debtor and third parties, three conditions must be met: (1)
value, such as a loan, credit, or advancement, must be given by the
secured party to the debtor; (2) the debtor must have rights in the
collateral or power to transfer rights in the collateral to the secured
party; and (3) the debtor must have authenticated a security
agreement that provides a description of the collateral.' 5 9 Thus, in
order for collateralization of copyrights, patents, and trademarks to
occur, the "description of the collateral" requirement must be
satisfied. 6 '
Article 9, specifically section 9-108, provides that a description
reasonably identifies the collateral if it identifies it by specific
listing, category, type of collateral defined in the UCC, quantity, or
computational or allocational formula or procedure.' 6 ' Section 9-102
157 See Roman Cleanser Co. v. Nat'l Acceptance Co. of Am. (In re Roman Cleanser Co.),

802 F.2d 207, 208 (6th Cir. 1986) (noting that lender obtained security interest"'in and to all
of Roman Cleanser's then owned and thereafter acquired goods, equipment, and general
intangibles and the proceeds thereof as collateral for the payment of all indebtedness and
liabilities then existing or thereafter arising of Roman Cleanser to NAC,' " and describing
subsequent dispute in bankruptcy centered on security interest in trademark, formula, and
customer list).
" See Moldo v. Matsco, Inc. (In re Cybernetic Servs., Inc.), 252 F.3d 1039, 1045 (9th
Cir. 2001) (stating facts and issues on appeal).
159 U.C.C. § 9-203 (2006) (outlining requirements for enforceable security interests). See
generally Interbusiness Bank, N.A. v. First Natl Bank of Miffiintown, 318 F. Supp. 2d 230,
236-37 (M.D. Pa. 2004) (discussing attachment and perfection of security interests under
Article 9); Pauline Stevens, Security Interests in Patentsand PatentApplications, 9 U. Prlf.
J. TECH. L. & PoLY 2 (2005) (discussing general requirements for attachment of security
interest in collateral).
" See Cynthia Grant, Description of the Collateral Under Revised Article 9, 4 DEPAUL
Bus. & COM. L.J. 235, 235-36 (2006) (discussing changes in revised Article 9 for "description
of the collateral" requirement).
161

U.C.C. § 9-108 (2006).
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lists categories and definitions of different types of collateral.'62 A
thorough examination of Article 9, both statutory text and Official
Comments, reveals that the words copyrights, patents, and
trademarks are entirely absent. Although it explicitly provides
numerous categories and definitions for the different types of
personal property to be used as collateral, copyrights, patents, and
trademarks are noticeably excluded.
The omission of copyrights, patents, and trademarks was likely
not a mere oversight by the Article 9 drafters, given how old
definitions for certain types of collateral were expanded and new
definitions were included in the revised Article 9.163 The omission,
perhaps, was intentional as the Official Comment to the 1972
version of section 9-106 specifically mentioned copyrights, patents,
and trademarks as examples of personal property "which are used
or may become customarily used as commercial security."'6 4 This is
more revealing given the fact that in 1972, patents, copyrights, and
trademarks did not have the same dominant role in the economy as
they have today. 16 Yet the 2000 revision of Article 9 directly avoids
addressing the prominent shift in the last twenty years towards
increased use of intellectual property assets as collateral in secured

transactions. 166
Moreover, revised Article 9 includes, and the Official Comments
carefully explain, new intangibles such as: (1) health care
receivables, credit card accounts, deposit accounts, and payment
intangibles; (2) investment property such as bonds, stocks,
debentures, security entitlements, securities accounts, commodity
contracts, or commodity accounts; and (3) letters of credit. 6 7 As the

Id. § 9-102(a)(12).
16 For example, the Official Comment to the former U.C.C. section 9-106 definition for
"general intangibles" did provide examples of general intangibles such as "goodwill, literary
rights and rights to performance ...copyrights, trademarks and patents ..... U.C.C. § 9-106
cmt. (1972).
" Id.; see also Omega Envtl., Inc. v. Valley Bank NA, 219 F.3d 984, 986 (9th Cir. 2000)
(noting that Official Comment to Virginia's former section 8.9-106 mentioned that goodwill,
copyrights, and trademarks are personal property for use as collateral).
165 See supra notes 37-40 and accompanying text.
166 See U.C.C. § 9-106 cmt. (2000) (failing to include any mention ofcopyright, trademarks,
162

and patents).
167 See U.C.C. § 9-101 cmt. 4(a) (2006) (summarizing expanded scope of intangibles under
revisedArticle 9); id. § 9-10 (defining "Account," Commodity contract," "Commodity account,"

GEORGIA LAW REVIEW

[Vol. 42:1

Official Comments indicate, the inclusion of these new intangible
personal properties was to ensure that Article 9 remains current
with the reality of secured transactions where such personal
property has been used as collateral.' 68 Again, the inclusion of these
types of personal property strongly suggests that the omission of
copyrights, patents, and trademarks was intentional, albeit without
any explanation.
B. AVOIDANCE WITH "GENERAL INTANGIBLES"

Given the rising importance of patents, copyrights, and
trademarks as corporate assets, it is difficult to imagine that the
secured financing regime ignores these personal properties as
collateral. Instead, Article 9 avoids addressing them directly by
funneling them into a catch-all category of "general intangibles."'69
Generalintangibleis defined as "any personal property, including
things in action," other than the quasi-tangibles and intangibles
defined in the UCC. 70 The term does not include "accounts, chattel
paper, commercial tort claims, deposit accounts, documents, goods,
instruments, investment property, letter-of-credit rights, letters of
" 171
credit, money, and oil, gas, or other minerals before extraction.
Based on this definition of general intangibles,copyrights, patents,
and trademarks are included in its residual, catch-all category. 72
"Health-care-insurance receivable," "Investment property," "Letter-of-credit right").
' See id. § 9-101 cmt. 4(a) (detailing significant revisions to Article 9); see also Pearson,
supra note 104, at 848 (noting that revised Article 9 now covers number of financial
transactions as collateral including transfer of "health-care receivables and payment
intangibles"); Ingrid Michelsen Hillinger & Michael G. Hillinger, 2001: A Code Odyssey (New
Dawn for the Article 9 Secured Creditor), 106 COM. L.J. 105, 105 (2001) ("The revisions
significantly expand Article 9's scope to include security interests in a commercial debtor's
deposits accounts, tort claims and health-care insurance receivables.").
169 See Grant, supra note 160, at 268-69 ("The revisions to Article 9 at least seem not to
have effectuated any real change in how a secured creditor is to describe the intellectual
property of the debtor. As long as a creditor still uses the collateral term of 'general
intangibles' it seems that the description will be held to be valid as for trademarks,
copyrights, and litigation monies.").
170 U.C.C. § 9-102(a)(42) (2006).
171 Id.
172 See id. (defining "general intangibles" as "any personal property" subject to certain
exceptions); see also T.S. Note Co. v. United Kan. Bank & Trust (In re Topsy's Shoppes, Inc.),
131 B.R. 886, 889 (D. Kan. 1991) (affirming bankruptcy court's finding that description of
collateral in bank's security agreement was sufficient to cover debtor's intellectual property).
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Consequently, a security agreement satisfies the Article 9
requirement for collateralization of copyrights, patents, and
trademarks by simply including the category of the personal
property or type of collateral, 1 73 i.e., general intangible, in the list of
collateral provisions. Hence, a debtor-author executing a security
agreement, which is often prepared by the secured creditor, would
only see that the security agreement includes "general intangibles,"
not "copyright," and yet the statutory definition for the catch-all
category of intangibles is broad enough to include copyright.' 7 4
Let us return to the Dan Brown hypothetical in which the author
defaulted on the loan, and consequently, the secured creditor
foreclosed on the collateral. Foreclosing means the secured creditor
took the necessary steps to become the new holder of the
copyright.' 7 5 Under copyright law, a copyright encompasses the
right to make copies, the right to distribute the work, and the right
to make derivative works, 76 among other statutorily exclusive
rights.' The secured creditor, as the new copyright holder, has the
statutory right to make derivative works or to permit others to
make derivative works based on the original copyrighted work."v8

173 See Simms, supra note 60, at 13 (stating that U.C.C. sections 9-108(b) and (d) provide
safe harbor if secured party uses Article 9 categories in security agreement).
174 See Moldo v. Matsco, Inc. (In re Cybernetic Servs., Inc.), 252 F.3d 1039, 1045 (9th Cir.
2001) (holding that "general intangibles" covers intellectual property); Roman Cleanser Co.
v. Nat'l Acceptance Co. of Am. (In re Roman Cleanser Co.), 802 F.2d 207, 208 (6th Cir. 1986)
(characterizing trademarks, formulae, and customer lists "general intangibles").
175 See supra note 114 and accompanying text.
176 See 17 U.S.C. § 101 (2000 & Supp. 2002) ("A 'derivative work' is a work based upon one

or more preexisting works, such as a translation, musical arrangement, dramatization,
fictionalization, motion picture version, sound recording, art reproduction, abridgment,
condensation, or any other form in which a work may be recast, transformed, or adapted. A
work consisting of editorial revisions, annotations, elaborations, or other modifications which,
as a whole, represent an original work of authorship, is a 'derivative work.' "); see also Tyler
T. Ochoa, Copyright, Derivative Works and Fixation: Is Galoob a Mirage, or Does the
Form(gen)of the Alleged Derivative Work Matter?, 20 SANTA CLARA COMPUTER & HIGH TECH.
L.J. 991, 1020 (2004) (arguing that derivative right "is infringed only in conjunction with at
least one of the other four exclusive rights" (i.e., reproduction, distribution, public
performance, or display)).
177 See 17 U.S.C. § 106 (listing statutory rights under copyright); see also Alan L. Durham,
ConsumerModification of Copyrighted Works, 81 IND. L.J. 851,856 (2006) (discussing bundle
of rights under copyright).
"' See Ty, Inc. v. Publ'ns Int'l Ltd., 292 F.3d 512,518-19 (7th Cir. 2002) (stating that fair
use does not permit unauthorized derivative works because such works fall within bundle of
rights of copyright owner); see also Twin Peaks Prods., Inc. v. Publ'ns Intl, Ltd., 996 F.2d
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In the hypothetical, the secured creditor, not Dan Brown, has the
right to negotiate with Miramax regarding the movie rights based
on the book, The Da Vinci Code.' 9 Dan Brown is no longer the
owner of the copyright, and all statutory rights under copyright law
now belong to the secured creditor from the time after Dan Brown's
default and0 the secured creditor's strict foreclosure to keep the
copyright.

18

Reviewing the security agreement is fruitless, as the agreement
makes no mention of copyrights or the right to prepare derivative
works based on the original copyright. The catch-all definition of
general intangible in Article 9 does not give Dan Brown or any other
author notice that they lose all rights in their copyrighted
work
8
upon the secured creditor's foreclosure on the collateral.1 '
1366, 1375-77 (2d Cir. 1993) (holding that book containing protected expressions from Twin
Peaks television series is derivative work).
179 A commentator has recently noted that the definition of "general intangibles" covers
software, and any such definition may create problems as to the reach of security interests
in newly developed software based on the original software collateral. See Grant, supra note
160, at 269 ("In addition Revised 9-102 has brought into the purview of'general intangibles'
the collateral of 'software.' Software is defined as 'a computer program and any supporting
information provided in connection with a transaction relating to the program.' What still
has yet to be determined is if debtor modifications to the core software program, which are
proprietary to the debtor, would be considered under that definition or if it is solely the
original unmodified computer program that constitutes 'software.' In other words, the courts
must determine whether the identified collateral is so changed that the security interest in
the 'software' is destroyed because the parties never intended the newly created 'unique'
software to be a part of the secured collateral. A related question deals with the storage and
production of data within a computer program that is a security interest. If a computer
program is used as security for an obligation, the courts may have to deal with the situation
of how to sever the data stored within the program from the program itself.").
"8 Copyright, patent, and trademark collaterals pose challenges to the secured party in
its efforts to exercise its rights under foreclosure, disposition, or strict foreclosure of the
collateral. There is no physical form to these types of collateral for the secured party to seize.
See Axe, supra note 4, at 49-82 (describing mechanisms for enforcement of security interests
in intellectual property collateral). Rather, the secured party must involve the court through
a foreclosure action or declaratory judgment to attain the collateral or transfer of titles. Id.
181 The hypothetical problem illustrates using copyright collateral for secured financing.
Copyright protection extends to any fixed work of authorship that is independently created
by the author and has a minimal level of creativity. See ROGER E. SCHECHTER & JOHN R.
THOMAS, INTELLECTUAL PROPERTY: THE LAW OF COPYRIGHTS, PATENTS, AND TRADEMARKS
23-31 (2003) (discussing basics of copyright law). There are a wide range of works of
authorships: two-dimensional and three-dimensional works, visual and audio works, and
literary expression and binary code, among others. See generally id. at 38-74 (describing
works).
Typically, in the book publishing industry, a fortunate author has a contract with a
publisher, and the publication agreement includes a copyright provision wherein the
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Even if Dan Brown or another author (or their attorneys) were
well versed in Article 9, the only place that the words intellectual
property are used is in the Official Comment to section 9-102, which
states that examples of general intangibles include "various
categories of intellectual property" and "rights that arise under a
license of intellectual property, including the right to exploit the
intellectual property."" 2 The Comment falls short of using the word
copyright or of outlining which rights are entailed under copyright
collateral." 3
Similar to the problems identified in copyright collateralization,
patent collateralization has equivalent hidden costs. The lack of
notice that patents are the collateral is again due to the catch-all
definition of general intangible. 4 The patentee-debtor may sign a
security agreement granting a security interest in the patents, even
though the agreement does not specifically mention them, but
instead includes general intangible as a category of property owned
by the debtor.'8 5 Worse still, the parties may not even know the
expansive nature of the security agreement. Doesgeneralintangible
cover patents, patent applications, divisional patent applications, or
continued-in-part applications? The catch-all category is too broad.
Neither the patentee-debtor nor the secured creditor will know the

publisher will "register the copyright in place of the author." Morris Rosenthal, Publisher
Book Contracts, http://www.fonerbooks.com/contract.htm (last visited Aug. 21, 2007). With
the ownership of the copyright, the publisher would be able to obtain the damages from an
infringement suit. Id. Even if the author retains the copyright, the publication provision in
the agreement is broad enough to render the ownership meaningless. Id.; see also Thomas
Hauser, The "Standard"Book Contract,MEDIACHANNEL.ORG, Feb. 3, 2000, http://www.med
iachannel.org/views/oped/bookcontract.shtml (detailing one-sidedness of publication contracts
in favor of publisher); The Author's Guild, Improving Your Book Contract: Negotiation Tips
for Nine Typical Clauses, http://www.authorsguild.org/?p=101 (last visited Oct. 31, 2007)
(urging authors not to transfer copyrights or other rights to publishers).
182 U.C.C. § 9-102 cmt. 5(d) (2006).
183 Id.
As a best practice, a commentator has recommended that the security agreement
should have detailed information on copyright collateral rather than a single like item for all
"general intangibles." See Axe, supra note 4, at 70 ("[I]t is better to also list known copyrights
in the security agreement by title and registration number, in addition to the category of
general intangibles.").
184 See supra notes 173-74 and accompanying text.
182 See Axe, supra note 4, at 65 ("The general rule is that any description of personal
property in a security agreement is sufficient whether or not specific if it reasonably identifies
what is described.
This includes general intangibles such as patents and patent
applications.").
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precise encumbered patents or patent applications if only general
intangible is used in the security agreement. 186 The problem,
however, does not stop there.
Consider two additional hypotheticals. A patentee-debtor grants
a security interest in the original patent for a research tool to a
creditor. The patentee then uses the patented research tool in the
development of a new invention for which the patentee then obtains
a subsequent patent. When the patentee defaults, the secured
creditor forecloses on the original patent and sells it to a purchaser.
The purchaser, as the new statutory owner of the patent, now sues
the patentee because the subsequent patent is infringing on the
original patent!
Similarly, the debtor who owns a trademark would only see the
phrase "general intangibles" among the collateral assets listed for
the secured financing, not "trademarks." As a result, the debtor
may not be on notice that the security interest in general intangibles
encompasses trademarks if he does not know whether general
intangiblescovers some or all trademarks, unregistered trademarks,
federal trademark registrations, trade dress, logos, and the goodwill

186

In reality, patent collateral has been recognized as so complex that, although a

description of collateral in a security agreement as "general intangibles" should be sufficient,
commentators have advocated a best practice that includes:
identify[ing] all patents or patent applications by number, country,
issuance or filing date, expiration date, title and serial number, if known.
The collateral description or granting clause of the security agreement
should also include all patent infringement claims; all inventions and
improvements described in the patents; all inventions; and all
continuations, continuations-in-part, divisions, renewals, extensions,
substitutions, and reissuances of the patents, patent applications and
patentable inventions in the United States or in any foreign country. In
addition, it should include all rights to income, profits, royalties, damages,
licenses or other rights related to the patents, applications or inventions,
including the right to sue for past, present or future infringement; all
other rights and goodwill relating to the patents, applications or
inventions; and all proceeds, products and supporting obligations whether
existing then or in the future and wherever located. Infringement claims
may also need further specification as they constitute "commercial tort
claims" under revised Article 9.
Id. at 65 (footnotes omitted); see also Judith L. Church, Intellectual Property Aspects of
CorporateAcquisitions, SM036 ALI-ABA 317, 353-54 (2006) (discussing scope of security
interest grant and how description of collateral must be separated for copyrights, patents, and
trademarks).
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associated with trademarks. 8 7 If the debtor decides to modify its
existing trademarks, does general intangibles include the modified
trademarks as well? If the debtor expands its distribution territory
and obtains trademark rights in the new territory, does general
intangiblesalso extend to these new rights?"
In sum, uncertainty as to the right of the debtor with respect to
his or her use of the original collateral to prepare for and use future
work or invention is hidden within the collateralization structure of
secured transactions wherein the secured party enjoys expansive

rights. 189
This is a problem faced by the debtor as well as by any third
party purchaser of the intellectual property collateral. This
uncertainty will lead to increased costs related to secured
transactions and any subsequent transactions by the secured party
after foreclosure.
VII. PROMOTING CREATIVITY AND INNOVATION IN
SECURED FINANCING
A. FACING THE REALITY

Creative entrepreneurs working to yield results protected by
patent, copyright, trade secret, and trademark law will continue to
compete for and rely on external sources for funding. And as nine
out of ten start-ups in the technology-related industries fail to

187 Likewise, the best practice advanced by commentators addressing the complexity of
trademark collateral includes listing: "all trademarks, service marks, trade names and
goodwill of the debtor, ... a specific listing of existing marks, registration numbers, and
references to any goods, products or services with which the marks are used" in the financing
statement. Axe, supra note 4, at 69.
'"
These new trademark registrations are acquired by the debtor after the security
agreement has been executed. This "after-acquired property" should not be deemed part of
the collateral. See Church, supra note 186, at 353-54 ("Since there is no 'floating lien' on
federally registered intellectual property, newly acquired federally registered patents,
trademarks and copyrights must be added to the security documents periodically through
notices to the administrative agent and supplements to the security agreement.").
"s See Lois R. Lupica, The Impact of Revised Article 9, 93 KY. L.J. 867, 869-70 (2004)
(noting that, since secured creditors are granted greater rights under revised Article 9,
"secured creditors can more easily encumber a greater number of particular types of debtors'
assets and can more readily securitize more types of assets with greater certainty").
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survive, 9 ° both realities paint a grim picture of financing. 19' On the
one hand, creative entrepreneurs want the opportunity to enhance
and realize their creativity 9 2 and innovation. 9 3 On the other hand,
investors, particularly more cautious secured creditors, seek a
return for their investment and desire to protect their interest in the
creativity and innovation process, specifically the intellectual
property assets such as patents, copyrights, trade secrets, and
trademarks.'s 4 Creative entrepreneurs cannot continue their
l" JeffPrince, Chairman, ConSentry Networks, Keynote Presentation at the NetEvents
2006 European Press Summit (Sept. 29,2006), availableat http://www.netevents.org/events/
binaries/Portugal2006/Jeff/o20Prince%20Keynote.doc.
' The influence of funding is paramount to the ability of an entrepreneur to obtain
intellectual property. Those with financing will have a better chance to create intellectual
property. See Enrique Julio Schroth & Dezso Szalay, Cash Breeds Success: The Role of
Financing Constraints in Patent Races (Jan. 26, 2006) (unpublished manuscript, on file with
author), availableat http'//ssrn.com/abstract=684941 (discussing how cash constraints may
affect firms competing for patent rights).
192 Creative entrepreneurs hoping for funding to start or sustain their dreams are
everywhere. Not surprisingly, they often first obtain funding from family members and
friends. The lucky few will advance to subsequent financing from outside sources. See supra
note 51 and accompanying text; see also Press Release, Edgeio, Series A Financing, China
Web Site and Patent Filing (Oct. 24,2006), httpJ/blog.edgeio.com/?p=40 (announcing Edgeio's
receipt of funding obtained from various outside sources, including Intel Capital).
In some industries, such as the literary industry, financially struggling authors may
be able to obtain funding help from certain organizations. Indeed, James Joyce and D.H.
Lawrence counted themselves among the struggling authors receiving funds from the Royal
Literary Fund, which was set up in 1780 to help authors who were ill or whose publishing
companies had gone into liquidation. See Pooh Deal Could Help StrugglingAuthors, BBC
NEWS, Mar. 5, 2001, http://news.bbc.co.uk/1/hi/entertainment/1203170.stm (reporting on
Royal Literary Fund (RLF)'s anticipated receipt of sizable amount from royalty deal with
Disney for Pooh characters with result that RLF can continue its mission of assisting
financially struggling authors). Similar organizations, such as the Writers' Trust of Canada,
also were created to assist emerging and established authors who were struggling financially.
See Bequeath Swells Fund for Struggling Writers, CBC.CA, May 19, 2006, http://www.cbc.ca/
arts/story/2006/05/19/woodcock-fund.html (reporting that Writers' Trust of Canada had
received $1.87 million bequest from estate of late George and Inge Woodcock).
1913In recent years, financing for entrepreneurs has taken a new turn whereby financing
companies are willing to provide funding to litigate patent infringement cases in which the
entrepreneurs own patents that are being infringed upon, but the patentees have no
resources to enjoin the infringement. See Jennifer Bailey, PatentLitigation Financing,EZINE
ARTICLES, Feb. 3, 2006, httpJ/ezinearticles.com/?Patent-Litigation-Financing&id=139094
(discussing patent litigation financing).
194 See generallyJochen Bigus, Staging ofVenture Financing,Moral Hazard,and Patent
Law (German Working Papers in Law and Econ., Paper No. 15, 2002), availableat http://ide
as.repec.org/p/bep/dewple/2002-1-1044.html (last visited Aug. 21, 2007) (discussing dilemma
of staged venture financing and its impact on entrepreneur's decision). Often, outside financing
is not available unless the entrepreneur owns potentially valuable intellectual property. See
DebitmanAnnounces Series B Financing,Patent, PAYMENTS NEWS, May 23, 2006, http//www.
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endeavors without the financing. 9 ' If available financing schemes
are too expensive, thus forcing creative entrepreneurs away from
seeking funding, society will not benefit because new tangible ideas
will not be created and disseminated.
What would be an alternative to secured financing? 9 A cynical
answer would be the outright assignment of intellectual property.
However, there are problems with this answer. An outright
assignment would immediately divest the rights of authors and
innovators;' 9 7 they would have no right to use the intellectual
property in their works unless the assignee granted them back such
a right through a license, which may include limitations and
The authors and innovators would have no true
conditions.'
control over the intellectual property.
Secured financing is a more attractive option.' 9 9 Here, the
authors and innovators continue to possess all rights in the
intellectual property, so long as they are not in default. They can
continue to utilize the intellectual property in their business

paymentsnews.com/2006/05/debitman-announ.html (announcing new financing series received
by company and patent allowance notice issued by U.S. Patent and Trademark Office).
...In some countries-for example, Sweden-the government has intervened, providing
research and development funding for entrepreneurs' innovations and procurement of
patents. See Rogers Svensson, Commercializationof Patentsand External FinancingDuring
the R&D-Phase 2, 4 (The Research Inst. of Indus. Econ., Working Paper No. 624, 2004),
availableat http://www.naringslivsforskning.se/wfiles/wpwp624.pdf (conducting first empirical
study on government-financed patents in Sweden). This public model of funding, however, does
not encourage innovation in the long run because borrowers escape their responsibilities and
leave the government with patents for which there is no commercial hope. See id. at 15-16
(discussing failure of government's project).
" For an international answer to this question, see id.
197 See ICEE Distribs., Inc. v. J&J Snack Foods Corp., 325 F.3d 586, 593 n.22 (5th Cir.
2003) ("A trademark assignment is a transfer of ownership. The trademark owner (assignor)
gives up all rights to the mark. Those rights are acquired by the assignee, who stands in the
shoes of the assignor." (quoting SEIGRUND. KANE, TRADEMARKLAw: APRAcTmoNER'S GuIDE
§ 20:1 (3d ed. 2001))); see also Proctor & Gamble Co. v. Kimberly-Clark Corp., 684 F. Supp.
1403, 1404 (N.D. Tex. 1987) (stating that complete assignment of rights in patent divests
assignor of ownership).
198 Collateral assignment has its own problems. The assignee, in this case the secured
creditor, must license the intellectual property collateral back to the assignor for use in its
business. The assignee-licensor in a trademark assignment and license-back arrangement
must exercise quality control. The secured creditor generally does not want to assume such
responsibility. See Church, supra note 186, at 353 (discussing pitfalls of collateral
assignment).
" See Carlson, supranote 95, at 1643-46 (explaining why secured lending is economically
efficient).
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operations. Research and development using the intellectual
property will continue without requiring authorization from the
secured creditors. 00 More importantly, authors and innovators can
build and expand upon the existence of their intellectual property
portfolios without obtaining permission from secured creditors.
Nevertheless, despite the benefits provided to authors and
innovators under a secured financing scheme using intellectual
property assets as collateral, the hidden problems identified
earlier.. must be addressed in order to have certainty and
confidence in future schemes of collateralization.
B. ADDRESSING THE HIDDEN PROBLEMS

The stated constitutional purpose of extending time-limited
protection to patents and copyrights is to advance the progress of
arts and science." The foresight and purpose aim to benefit society
as a whole with the
creativity and innovation generated by authors
and inventors. 3 This purpose seems to have lost its meaning
200 See Scott Bennett, Authors' Rights, J. ELEcTRoNIc PuB., Dec. 1999, httpJ/www.

press.umich.edu/jep/05-02/bennett.html ("Third, academic authors often wish to repurpose
their publications and sometimes find themselves stymied by the publishers to whom they
have surrendered their copyrights. Authors are frequently surprised at their inability to use
their own writings in teaching and are regularly frustrated by the costly and time-consuming
procedures involved in using material in course packs and library reserves. Increasingly,
academic authors wish to post their writings to their own personal or laboratory Web sites
and are offended when publishers object to that as an infringement of copyright.").
201 See supra notes 169-89 and accompanying text.
202 See supra notes 10-11 and accompanying text. Justice Story's articulation of the
purpose of the Patent and Copyright Clause in the Constitution was included in a Supreme
Court opinion concerning patent infringement:
It is beneficial to all parties, that the national government should possess
this power; to authors and inventors, because, otherwise, they would be
subjected to the varying laws and systems of the different states on this
subject, which would impair, and might even destroy the value of their
rights; to the public, as it will promote the progress of science and the
useful arts, and admit the people at large, after a short interval, to the full
possession and enjoyment of all writings and inventions without restraint.
Fla. Prepaid Postsecondary Educ. Expense Bd. v. Coll. Say. Bank, 527 U.S. 627,649-50 (1999)
(quoting JOSEPH STORY, COMMENTARIES ON THE CONSTITUTION OF THE UNITED STATES § 502,
at 402 (Carolina Academic Press 1987) (1833)).
o See Kewanee Oil Co. v. Bicron Corp., 416 U.S. 470, 480 (1974) ("The stated objective
of the Constitution in granting the power to Congress to legislate in the area of intellectual
property is to 'promote the Progress of Science and useful Arts.' The patent laws promote this
progress by offering a right of exclusion for a limited period as an incentive to inventors to
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because economic incentives are often the primary goal in the
modern technology-driven economy. 2°4
Under copyright law, authors enjoy exclusive rights during the
time limit.2 °5 These exclusive rights encompass the right to make
derivative works, such that the author alone can continue creating
new works based on her original copyrighted work.2 "6 The right
remains with the author unless she assigns or licenses it to
others.20 7 In a secured financing scheme, the author grants only a
security interest in her copyright and does not assign the exclusive
rights away to the secured party.2 8 More importantly though, does
the author even know that she has granted a security interest in
such rights? What is the precise scope of the grant with respect to
copyrights, patents, patent applications, trade secrets, trade names,
and the licensing thereof? As discussed earlier, the lack of notice
that the author may have granted a security interest in her
risk the often enormous costs in terms of time, research, and development.").
204

See Oliar, supra note 11, at 1810 (asserting that "for progress of science and the arts"

clause is limitation, not non-binding preamble, on Congress's power with respect to patents
and copyrights).
20 Congress has extended the term of protection for copyrights on numerous occasions.
See LAWRENCE LESSIG, FREE CULTURE: How BIG MEDIA USES TECHNOLOGY AND THE LAW TO
LOCK DOWN CULTURE AND CONTROL CREATIVITY 134 (2004) ("Eleven times in the last forty
years, Congress has extended the terms of existing copyrights. . . ."). See generally Eldred
v. Ashcroft, 537 U.S. 186 (2003) (upholding Copyright Term Extension Act of 1998).
206 See Jason Mazzone, Copyfraud, 81 N.Y.U. L. REV. 1026, 1034 (2006) (noting that
copyright law grants copyright owner various exclusive rights).
207 Ownership of copyrights can be transferred either by operation of law or by a written
instrument. 17 U.S.C. § 204(a) (2000). Courts have interpreted "transfer by operation of law"
to mean "transfers by bequest, bankruptcy, mortgage foreclosures, and the like." Taylor Corp.
v. Four Seasons Greetings, L.L.C., 403 F.3d 958, 963 (8th Cir. 2005) (citing Brooks v. Bodes,
781 F. Supp. 202, 205 (S.D.N.Y. 1991)). Ownership of a copyright is different from ownership
of a copyrighted work. Indeed, section 202 of the Copyright Act provides:
Ownership of a copyright, or of any of the exclusive rights under a
copyright, is distinct from ownership of any material object in which the
work is embodied. Transfer of ownership of any material object, including
the copy or phonorecord in which the work is first fixed, does not of itself
convey any rights in the copyrighted work embodied in the object; nor, in
the absence of an agreement, does transfer of ownership of a copyright or
of any exclusive rights under a copyright convey property rights in any
material object.
17 U.S.C. § 202.
2 See Llewellyn Joseph Gibbons, Stop Mucking Up Copyright Law: A Proposalfor a
FederalCommon Law of Contract,35 RUTGERsL.J. 959,1032 (2004) ("[I]fthe copyright owner
retains title for the purposes of a security interest, then the copyright holder has transferred
to the payer something less than ownership.").
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copyright due to use of the term general intangibles will put her at
a disadvantage. °9 Where is the level playing field when a debtor is
in default and cannot even continue creating new works based on
her creative or innovative works that were subject to the security
interest?
Defenders of the catch-all definition for general intangibles might
suggest the definition is useful because it reduces transactional
costs by simplifying the process.2 10 They would claim that the
definition is clear enough to indicate that it covers all different types
of and rights to intellectual property. 21' Furthermore, there is case
law affirming that general intangiblesalone is sufficient to cover the
debtor's copyrights, patents, trademarks, franchise agreements, and
customer lists.2 12 Unfortunately, the broad definition has the
negative side effect of not giving the debtor, the creditor, and others
sufficient notice of the reach of the security interest in these types
of intellectual property assets.
This lack of notice in the UCC must be addressed. For example,
the definition provision, section 9-102, should include the words
copyrights, patents, trademarks, and trade secrets, so all parties
involved in the transaction and the interested public share the same
understanding of the type of collateral being encumbered.
Opponents to the inclusion of different major types of intellectual
property as collateral in the text of Article 9 might assert that it is

209 See supra notes 111-31 and accompanying text.
210 See, e.g., Buffalo Molded Plastics, Inc. v. Plastic Mold Tech., Inc. (In re Buffalo Molded

Plastics, Inc.), 354 B.R. 731, 756 (Bankr. W.D. Pa. 2006) ("[T]he recently revised Article 9 of
the UCC adopted by all 50 states, is designed to create further commercial certainty and
predictability by prescribing uniform procedures for establishing security interests and
providing methods for perfecting those security interest in any type of property.").
211 See Grant, supra note 160, at 268-69 (explaining that "general intangibles" covers
different types of intellectual property).
212 See T.S. Note Co. v. United Kan. Bank & Trust (In re Topsy's Shoppes, Inc.), 131 B.R.
886, 889 (D. Kan. 1991) (holding that creditor's security interest in "general intangibles" was
sufficient to cover debtor's franchise agreements, trademarks, and copyrights); Pippin Way,
Inc. v. Four Star Music Co. (In re Four Star Music Co.), 2 B.R. 454, 462 (Bankr. M.D. Tenn.
1979) (recognizing that 1975 security interest included copyrights); In re Emergency Beacon
Corp., 23 U.C.C. Rep. Serv. (CBC) 766, 772 (Bankr. S.D.N.Y. 1977) (holding that "general
intangibles" covers patent rights, trade names, customer lists, and records, and that creditor's
security interest did not cover such assets due to its failure to include "general intangibles"
in security agreement with debtor); see also Smith, supra note 153 (stating that "general
intangible" covers intellectual property).
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not warranted and that the knowledge burden is on the debtor. The
benefit of having definitions for each type of intellectual property
asset, however, is not only for the interest of the debtor, but for the
secured creditor as well. In Smith v. Iron & Glass Bank, the debtor
and the creditor, Cefrac, entered into a license agreement for certain
"know-how" that Cefrac later argued entitled it to the payments
under the license agreement.21 3 The court found that know-how was
a general intangible, and because the creditor's security interest did
not list general intangible, it could not reach the know-how or the
payments received under the license.2 14 The case demonstrates that
a secured creditor cannot exercise its right in trade secret collateral
if it fails to use the category general intangibles in the collateral
description.2 15
If the drafters of UCC-9 are reluctant to provide definitions for
different types of intellectual property collateral for fear that the
laws covering copyrights, patents, trademarks, and trade secrets
will change over time, the remedy is to reference the corresponding
provisions in the appropriate body of law that would provide the
needed definition.2 16 If the parties involved in transactions do not
want to use such definitions, they will at least be aware both that
copyrights, patents, trademarks, and trade secrets are the collateral
and that they may seek an alternative, such as including their own
definitions or more specific listings of the exact patents, copyrights,
trademarks, and trade secrets that serve as collateral.2 17 The goal
is for all parties to possess the same understanding of the scope of

213 Smith v. Iron & Glass Bank (In re SSE Intl Corp.), 198 B.R. 667,668 (Bankr. W.D. Pa.

1996).
214

Id. at 670 (discussing "general intangibles" and different forms of intellectual property

assets falling within "general intangibles").
211 Id.
at 669 (finding that "the subject of this agreement was actually the debtor's
property rights in its know-how, which are commonly referred to as 'intellectual property' ").
216 The corresponding federal statutes governing different types of intellectual property
rights include 35 U.S.C. §§ 100-376 (2000 & Supp. 2002) for patents, 17 U.S.C. §§ 101-1332
(2000 & Supp. 2002) for copyrights, and 15 U.S.C.S. §§ 1051-1141n (Lexis 2006) for
trademarks.
217 See Gary A. Goodman, Revised UCC Article 9 TransitionRules, in COMMERCIAL
REAL
ESTATE FINANCING: WHAT BORROWERS AND LENDERS NEED TO KNOW Now 2002, at 145,
161-202 (PLI Real Estate Law & Practice Course Handbook Series No. NO-009P, 2002)
(providing sample general security agreement which includes definition of patents, patent
schedule, and patent security agreement).
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the intangible property encumbered. This will minimize future
disputes.
Including the term intellectual property in section 9-102 to
describe collateral such as patents, copyrights, trademarks, and
trade secrets may not be productive. Currently under bankruptcy
law, the definition of intellectual property includes patents,
copyrights, and trade secrets, 21" but does not include trademarks. 19
Given that disputes relating to security interests in patents,
copyrights, trademarks, and customer lists often arise in the context
of bankruptcy proceedings, 220 an attempt to define the term
intellectualproperty for UCC-9 will create confusion if it contradicts
the statutory definition for intellectual property in b~nkruptcy.
Without clear provisions addressing the use of patents,
copyrights, trademarks, and trade secrets as collateral in the law of
secured financing, both the parties involved and their legal advisors
will be in the dark.221 Lawyers advising clients will not know the
exact meaning of "general intangibles" as it currently exists in UCC9.222 If the broad definition does not help lawyers, it will also be
unlikely to assist untrained clients.22 3

218 See 11 U.S.C.S. § 101(35)(A) (Lexis 2007) (stating that intellectual property includes
patents, copyrights, trade secrets, and semi-conductor mask works).
219 See Licensing by Paolo, Inc. v. Sinatra (In re Paolo Gucci), 126 F.3d 380, 394 (2d Cir.

1997) (noting that Bankruptcy Code's definition of "intellectual property" does not include
trademarks).
'o See Philip S. Warden & Kenneth A. MacKay, Drafting Technology Licenses in a Down
Market, in PLI'S TENTH ANNUAL INSTITUTE FOR INTELLECTUAL PROPERTY LAW 299, 310-11
(discussing how, after taking security interest in intellectual property, creditors must perfect
their interest in order to obtain priority over trustees in bankruptcy). When an intellectual
property debtor is in bankruptcy, its intellectual property becomes property of the bankruptcy
estate. Id. at 306. Creditors with a security interest in the intellectual property then can
claim their rights over the trustee. Id. at 306-07.
21 There are cases in which lawyers simply did not know how to protect their clients'
security interests in intellectual property, and they failed to perfect their clients' security
interests. See, e.g., MCEG Sterling, Inc. v. Phillips Nizer Benjamin Krim & Ballon, 169 Misc.
2d 625 (N.Y. Sup. Ct. 1996) (involving malpractice action against law firm for failure to
perfect its client's security interest in copyright royalty payments in Copyright Office).
2 See Lipson, supra note 153, at 1149-51 (reviewing history of"general intangible" as
category of collateral).
2
Consequently, a secured party stands to gain by taking a security interest in the broad
general intangibles "in the hope that a big one might get hooked some day." BARKLEY CLARK
& BARBARA CLARK, THE LAW OF SECURED TRANSACTIONS UNDER THE UNIFORM COMMERCIAL
CODE 2.02[3] [a], at 2-40 (2001).
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In addition, sophisticated and resource-rich debtors can afford to
have attorneys either draft or revise the draft provided by the lender
to include a more meaningful and explicit collateral provision in the
security agreement, or to conduct due diligence and provide a
specific listing as an attached schedule to the security agreement.
Unfortunately, not all debtors have access to such sophistication and
resources. Debtors lacking resources-who may include authors,
individual inventors, and small-entity patentees-would likely just
sign the boilerplate security agreement provided by the secured
party, which likely contains the cut-and-paste categories and
definitions for different types of collateral as listed and defined in
the UCC.
VIII. CONCLUSION
The drafters of UCC-9 have created an elegant document for the
law on secured financing. As the modern economy has increasingly
moved towards using intangible property as a most valuable
corporate asset, however, Article 9 must adapt for the interests of
involved parties and all others who benefit from the creation and
dissemination of intellectual property rights.
This can be
accomplished by including in Article 9 definitions of specific forms
of intellectual property, such as copyrights, patents, trademarks,
and trade secrets.

